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Capital Budgeting in Large Industries of Kanpur is 
premised on the hypothesis that the long term investment 
is enshrouded with risk emanating from the fast changing 
business milieu. Traditionally, capital budgeting has been 
conceived and practised for static business conditions by 
adjusting the income flows with certain margin of risk as 
perceived by the management. The investors perception 
had no place. The thesis pursues the risk percept ion of the 
investors matching with the risk that the management 
perceives while undertaking capital budgeting in the context 
of global principles and practices. The Net Present Value 
(NPV) method, risk, income and cost analysis, the 
challenges and responses of capital market and money 
market have all been fused together in the treatment of 
the subject in this thesis. The cases to su stantiate the 
hypothesis have their relevance to capital budgeting by any 
corporations of any size. The logic is sound as tested in 
this thesis while dealing with the problems of the capital 
budgeting on a limited scale, viz. large industries of Kanpur. 
The discussion has taken advantage of the existing 
(V) 
formulations by adding to the parameters the new variables 
to suit the dynamic business world which is likely to take 
shape in the 21st century and beyond. 
Scheme of chapterisation < A Preview): 
The present thesis has been divided into six chapters 
The First Chapter entitled "Large industries in JIndia 
The Historical Perspective with Special Reference 
to Kanpur (U.P.)" presents a synoptic view as regards 
the growth and development of large industries in India in 
general and large industries of Kanpur in particular right 
from the inception of the planning era. 
The Second Chapter entitled Research and 
Design", furnishes a framework of the study comprising 
statement of problems, objectives, hypothesis, scope, 
limitations and research methodology of the study. The 
concept of capital budgeting and its approach to the 
present study has also been dealt with in this chapter. 
The Third Chapter entitled 'Cost Analysis of 
Capital For Capital Budgeting of Large Industries 
of Kanpur", brings forth the incisive analysis of cost of 
(vi) 
equity capital, loans and overall cost of capital. It also deals 
with the impact on the value of the share of the large 
industries, of Kanpur. 
The Fourth Chapter has thrown light on the risk-
return analysis for capital budgeting of large industries of 
kanpur with special focus on LML Ltd. and J.K. Jute Mills 
Co. Ltd. 
The Fifth Chapter deals with the study of Net Present 
Value (NPV) of large industries of Kanpur. The chapter has 
highlighted the impact of capital budgeting on Net Present 
Value of large industries of Kanpur with special reference 
to LML Ltd. and J.K. Jute Mills Co. Ltd. The Final 
Chapter presents summary of the conclusions and findings 
together with suggestions to resovle the entangle of cost-
income-risk inherent in Capital Budgeting in large industries 
of Kanpur. 
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Chapter -1 
LARGE INDUSTRIES IN INDIA-THE 
HISTORICAL PERSPECTIVE WITH SPECL\L 
REFERENCE TO KANPUR (U.P.) 
LARGE INDUSTRIES IN INDIA -THE 
HISTORICAL PERSPECTIVE WITH SPECIAL 
REFERENCE TO KANPUR (U.P.) 
Since independence, the entire industrial activities have 
witnessed tremendous transformation. At the time of 
independence, the industries were totally shattered. However, 
with the advent of planning era, the industries started looking 
up. Now India has reached a stage where it is considered one 
of the industrial giants in the world. 
"The foundations of modern India's industrial economy 
was laid by Jawaharlal Nehru, who led the country to freedom 
and thereafter as Prime Minister for nearly 17 years, built the 
country's economy from a scratch. This was done through 
the public sector, whose foundations were laid by Nehru, as 
the private sector did not have the resources to undertake 
huge infrastructure projects, like Bhakra hydro-electric power 
project, or steel plants like Bhillai, whom the great visionary 
described as the temples of modern India. Nehru realised that 
without the basic infrastructure industries, the foundations of 
a modern industrial economy could not be laid. If this was 
true in 1950, it is equally true today as infrastructural 
bottlenecks are constraining growth".^ 
Moral Boost ing Period 1 9 4 7 - 5 6 : 
"At the time of Independence, understandably, there were 
a few industrial concentrations: the steel complexes at 
Jamshedpur and Bumpur supporting a good number of steel 
and heavy engineering units in Bihar and West Bengal. The 
coal industry, again largely confined to these eastern states^ 
supporting a wide range of allied industries, the railways and 
roadways. The jute mills of eastern India, plantation industry 
in Assam and the Nilgiris, textile units around Ahmedabad, 
Bombay, Coimbatore, Madras, Madurai and Pondicherry, in 
turn, support allied engineering industries. A few consumer 
goods industries around Bombay and a few chemical units 
were scattered allover. Foreign reserves were handsome but 
entrepreneurship was scarces".^ 
"The launching of the First Five Year Plan in 1951 was 
the first step in deciding priorities and channelling resources 
towards these. There was understandably the stress on 
agriculture. The seeds were sown for expanding agricultural 
production through handsome investments on massive 
irrigation-cum-hydroelectric projects. The construction of 
massive irrigation dams like the Bhakra Nangal. Hirakud, 
Koyna, Nagarjuna Sagar.. was envisaged during these years. 
The foresight of the planners could be appreciated much later 
when several lakhs of acres were brought under irrigation 
and cheap hydroelectric power flowed from these.^ 
Heavy Industries — 1 9 5 7 - 6 6 (Planning Era): 
In the early fifties, capacity for steel production was less 
than 1.5 million tonnes, through the two steel works of Tata 
Steel and Indian Iron and Steel Company, Jawaharlal Nehru, 
T.T. Krishnamachari and Visionary bureaucrats like S. 
Boothalingam "believed in steel triggering a lot of activity in 
downstream capital goods and consumer industries. When the 
Russians, the Germans and the British offered handsome credit 
and technology forbidding a million tonne integrated steel 
plant each, these visionaries boldly opted to accept all the 
three offers. It was thus that in just five years, the three 
integrated steel plants at Bhilai, Durgapur and Rourkela, built 
on green field sites, started delivering a rich mix of basic 
steel. Mother factories like the Heavy Electricals India (which 
later merged with BHEL) and the Heavy Engineering 
Corporation took shape during this period".* 
Several of these were long gestation projects that involved 
large investments. Unlike in most countries of the West, the 
public sector was not the result of nationalisation: S. 
Swayambu, Chairman of Heavy Electricals in the late Sixties 
graphically pointed "to the compulsions of the government 
to enter industry: "the private sector at that time could not 
think beyond producing fraction horse power motors or electric 
bulbs. They neither had the resources nor the holding power 
to invest in large, long gestation project", he pointed out.* 
Unfortunately, "several of these investments like those in 
HEC did not yield returns envisaged; the inability to make 
sustained investments in the user industries, of steel making 
and mining also led to poor levels of capacity utilisation. In 
contrast, with the full complement of staff recruited, there 
was heavy over-maining related to output, thus the win evils 
of a very high incremental capital output ratio (ICOR) and low 
productivity plagued the Indian industry. Three decades later, 
these continued to a affect competitiveness despite the 
tremendous advantage of building capacity at modest costs".^ 
Topsy-Turvy Decade — 1 9 6 7 - 7 6 . 
In the mid-Sixties, India suffered two successive droughts 
that led a precipitous fall in foodgrains production. The 
shortfall zoomed to around 10 million tonnes per year. The 
impact was so severe that the very concept of planning over 
five year span had to be given a holiday. But, this adversity 
had its beneficial fallout: in triggering the green revolution, 
Within five years, the coordinated work of policy makers, 
scientists and farmers ensured self-sufficiency in foodgrains".^ 
The technology spread to a range of commercial crops, 
notably cotton and sugarcane, that triggered spectacular 
expansion of the textile and sugar industries. 
Public Sec tor — At Commanding Height: 
The decade also witnessed the coming of age of the public 
sector. "Several large industrial units came out of gestation and 
started earning handsome profits. The Bharat Heavy Electricals 
showed renrtarkable enterprise and growth during this period. 
BHEL undertook manufacture of the entire gamut of power 
equipment that supported the massive additions to capacity 
witnessed over the last three decades".*^ 
Equally spectacular was "the success of the Oil and Natural 
Gass Commission in exploring and producing oil and gas wells 
at Bombay of shore and in Gujarat onshore. The western 
region, through mostly offshore wells, accounted for 
production rising to a level of 20 million tonnes in just about 
a decade. ONGC became on of the large, globally renowned 
enterprises in just around two decades".^ 
The public sector thus was reaching commanding heights 
in several areas, notably "oil, power, steel, coal state trading 
with the nationalisation of 14 major banks and with industrial 
development catalysed and funded massively by the public 
financial institutions of IDBI, ICICl, IFC and development 
corporations, almost the entire financial sector was under the 
public sector".^° 
Yet, the third decade of independence was one marked 
by serious industrial strife. While the beginning of this decade 
was marked by "the precipitous fall in food production, the 
country's involvement in the liberation struggle of Bangladesh 
in 1971 proved costly. The economy went through two years 
of massive Inflation (1973-75)".^^ 
Proping up Stage - 1977-1986: 
For the first time since Independence, a non -Congress 
party, the Janata Party, came to power at the Centre in 1977. 
There was so much comfort on the agricultural front that 
efforts were made even to export some wheat. The 
government attempted large transfer of resources to rural 
India. But the insistence that MNCs should offer equity in their 
Indian ventures, led to IBM and Coca opting to quit India. The 
spree of nationalisation of the foreign oil companies, the coal 
companies and "the 103 textile mills further accentuated by 
the tightening of FERA, led to a slowdown of direct foreign 
investment". ^ ^ 
The corrections that came in the early eighties proved 
beneficial and set the pattern for opening up later. The advent 
of Maruti Udyog and four other Japanese manufacturers to 
produce light commercial vehicles, and the several technology 
financial collaborations for two-wheelers helped Indian 
Industry catch up with technology. In just three years 1984-
87, Maruti Udyog, zoomed to a production level of 100,000 
vehicles and set new standards for productivity and work 
ethics. Foreign trade was given a lot of importance during 
these ten years. The Mineral sand Metals Trading Corporation 
too scaled new heights. The seeds for building Indian 
multinationals were truly sown during these eventful years".^^ 
The Decade of Opening Up — 1 9 8 7 - 1 9 9 6 : 
This decade marked a major break with the past in regard 
to trade, industry and investment policies. And this was "largely 
due to the near collapse of the economy during 1990-91 when 
foreign exchange reserves nose-dived to just two weeks import 
requirements and with no one willing to ball us out. The debt 
burden was increasing beyond prudential levels of servicing, 
8 
inflation was soaring; budget deficits were at unconscionably 
high levels, further stoking inflation and interest rates. The 
near impossible situation required drastic remedies. Sweeping 
changes were made".^* 
"Over four decades of licensing, controls and permits were 
abolished for all bit a handful of strategic industries. The 
MRTP Act was almost totally scrapped excepting retaining 
control over restrictive practices. Tariffs were being 
comprehensively reduced. Subsidies were sought to be 
contained. A beginning was made in broad-basing the 
ownership of public sector undertakings. Financial sector 
reforms were initiated. Foreign direct investment and 
investment by foreign financial institutions wer sought as-
never before. The results were encouraging. There was 
considerable success in containing inflation, which was 
brought down to around 5 percent last year, in stepping up 
growth rate to over 6.6 per cent, in building foreign reserves 
of around $ 20 million; in stepping up export growth to 
over 20 per cent per annum over the last two years and in 
attracting investments over vast areas''.^'' 
Trade Scenario: 
From Table-1 it is quite clear that in the post 
independence, the trade scenario of India has taken an 
encouraging turn. At the beginning of the eighties, as India 
embarked on the Sixth Five Year Plan (1980-85), "which 
coincided with the second oil price hike, there was far greater 
recognition of the weaknesses bred by the inward-looking 
industrialisation of the earlier decades. Heavy protection to 
domestic industry fostered a high-cost structure which was 
clinging to obsolete technology withthe severe restriction on 
imports of capital goods and technology. To tide over the 
balance of payments problems, India had to seek an IMF 
Extended Fund Facility of over five billion dollars in 1981 
in the wake of the international oil price increase". 
"Foreign trade policy issues came to the fore in the early 
eighties and the view gained ground that India must avail of 
benefits of internaitonal division of labour by greater realiance 
on tariffs than import restrictions and liberalisation of imports 
of capital goods and technology. The pursuit of import 
substitution at a much higher domestic resources cost than 
would have been involved in acquiring equivalent foreign 
exchange through exports was discouraged in the Sixth and 
Seventh Plan documents".^"^ 
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The trade deficits galloped in the 1980s and were 
reflected in large current account deficits in the balance of 
paymens. "While lare inward remitances and other invisible 
receipts helped, India also had to step up its extremal 
borrowings along with the sleep rise in domestic borrowings 
to sustain the average GDP growth rate of 5.5 per cent and 
overcome the strains in BOP"." 
Domestic resources into foreign resources, which are 
necessary to finance the process of development. It focussed 
exports as an engine of growth through it did not recommend 
an export- led growth startegy and said export production 
must constitute an integral part of production in the domestic 
economy. While it would be desirable to conserve scarce 
foreign exchange resources by increasing the domestic 
production of importables, exports absorb a significant 
proportion of domestic production in few sectors and can 
perform a catalytic role in other sectors by creating 
employment. developing skills and improving 
competitiveness".^'* 
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Table-1 
Profile of Exports, Imports & Trade Balance 
(1996-97) 
(US$llfiBioa) 
Yw 
1950-51 
1955-56 
1960-61 
1965-66 
1970-71 
1975-76 
1980-81 
1985-86 
1990-91 
PostNEP 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1995-96 
(April-Sept) 
1996-97 
(April-Sept) 
CMIMrti 
(Indndiiig 
re-exiMifto) 
1269 
1275 
1346 
1693 
2031 
4665 
8486 
8904 
18143 
17865 
18537 
22238 
26333 
31831 
12302 
16140 
afMMtB 
1273 
1620 
2353 
2944 
2162 
6084 
15869 
16067 
24075 
19411 
21882 
23306 
28654 
36370 
14278 
17953 
Tade 
BahDce 
-4 
-345 
-1007 
-1251 
-131 
-1420 
-7383 
-7162 
-5932 
-1546 
-3345 
-1068 
-2324 
-4539 
-1976 
-1813 
(Ptfco^'A' 
RveYear 
Avetage GroivA 
LklHMit nipoit 
— 
5.2 
1.9 
5.0 
2.0 
17.8 
13.8 
4.5 
11.6 
-1.5 
3.8 
20 
18.4 
20.9 
26.37 
9.91 
— 
4.6 
9.3 
7.1 
-5.7 
24.6* 
15.8 
6.1 
8.2 
-19.4 
-12.8 
6.5 
22.9 
26.9 
32.79 
5.20 
Note: "A' - Average of the previous five years 
Reflecting Impact of Oil Price hikes mid-seventies 
(1973-74 & 1974-75 and 1979-80 & 1980-81) 
Source: Compiled from Economic Survey 1995-96, Ministry of Finance 
and The RBI Annual Report, 199.5-96. 
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Table -2 
India's Share in World Exports 
(Percent) 
( 1 9 9 5 - 9 7 ) 
1950 
1960 
1962 
1970 
1975 
1980 
1985 
1990 
1992 
1995-96 
1.91 
1.04 
0.90 
0.65 
0.50 
0.42 
0.50 
0.60 
0.52 
0.57 
Source: Economic Survey - Ministry of Finance, 1995/96 and RBI 
Annual Report, 1995-96. 
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Era of Re forms: 
The year 1 9 9 1 marks a watershed in the economic 
history of India, as the country went through a paradigm 
shift from one of the most highly regulated economies 
of the world which was essentially inward-looking to a 
market-oriented system reducing the role of Government 
in making economic decisions, as the means to achieve 
higher growth of the economy and its rapid integration with 
the rest of the world. 
Large Industr ies In India: 
The substantial concentration of assets in the hands 
of the large private companies as given in Table-3, proves 
the significance of large industries in India. According to 
study, out of 1,664 large private companies analysed (as 
of 1989), only 184 companies (comprising 11 per cent of 
the companies surveyed) has assets worth Rs. 5 2 , 0 1 1 
crores, or 61 per cent of the assets (worth Rs. 8 5 , 3 2 0 
crores) held by all the 1,664 companies.^^ 
During the period of the public sector has made 
impressive progress during the planning period. However, 
private sector is the dominant sector. This is a natural 
14 
consequence of the type of mixed economy that has 
prevailed in the country. In the initial period of planning 
there was a virtual unanimity on the setting up of important 
basic industries in the public sector. These industries were 
essential for the development of the basic economic 
infrastructure of the economy and since the private sector 
was not in a position to shoulder this responsibility on 
account of a variety of reasons, the onus of developing 
them fell on the public sector. Accordingly, a number of 
basic industries were set up by the government in the 
earlier period of planning.^° Because of the industrial 
progress achieved during the period of planning, the 
capacity and strength of the private sector units has grown 
considerably and they are now demanding a much greater 
role in the field of industrial activity. According to the 
Eight Plan. "The private sector is expected to play an 
increasing role in industrial activities, especially where 
security and strategic or social considerations are not very 
important . The public sector will concentrate increasingly 
on basic and core sectors. "The make public enterprises 
viable, efficient and competitive," the Eighth Plan also 
advocates selective exit and privatisation on a massive 
scale".^^ 
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From Table-3, it is discernible tiiat as on March 3 1 , 
1990 there were in all 78 large industrial houses with 
aggregate assets of Rs. 4 9 , 2 5 4 crores. Of these, 20 were 
'top' industrial houses accounting for assets of Rs. 3 3 , 9 1 9 
crores constituting 68 .9 per cent of the assets of the 78 
large industrial houses. Information on 20 largest industrial 
house.22 The largest industrial house is that of Tata with 
total assets worth Rs. 8 ,531 crores as on December 
3 1 . 1 9 9 1 . Birla is second with assets of Rs. 8 ,437 crores . 
Even the last industrial house included in the Table had 
assets of Rs. 736 crores as on December 3 1 , 1 9 9 1 . The 
assets of 20 largest houses increased by 4 8 3 per cent over 
the period 1980 to 1991 (from Rs. 7 ,118 crores in 1980 
to Rs. 4 1 , 5 2 2 crores as on December 3 1 , 1991). The 
turnover of these houses also increased considerably over 
the years . For instance, the turnover of Tatas rose from 
Rs. 1,943 crores in 1980 to Rs. 10, 0 9 4 crores in 1989-
90 . In the same period, the turn over of Birla's rose from 
Rs. 1,845 crores to Rs. 7 ,614 crores while that of Reliance 
rose from Rs. 299 crores to Rs. 2 ,917 crores. All this 
shows that there is a massive concentratioin of weatlh and 
economic powr in the hands of the top industrial h o u s e s . " 
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Table-3 
Growth of Monopoly Houses in Terms of Assets-
1980 to 1991 
(Rs. crores) 
Assets 
1987-88 31.12.1991 
Name of 
Indiistrial House 
NSTSI 
Undertakings 
as on Dec. 31,1991 1980 
(1) (2) (3) (4) (5) 
1. 
2. 
3 . 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
Tata 
Birla 
Reliance 
Thapar 
J.K. Singhania 
Larscn & Toubro 
Modi 
Bajaj 
Mafatlal 
M.A. Ghidambaram 
Hindustan Lever 
United Breweries 
T.V.S. Lyengar 
I.T.C. 
Shri Ram 
A.C.C. 
Oswal Agro 
Mahindra & Mahindra 
Essar 
Kirloskar 
85 
66 
15 
49 
62 
7 
44 
34 
44 
35 
16 
47 
39 
17 
28 
7 
3 
I 9 
12 
27 
1539 
1432 
166 
348 
413 
216 
199 
179 
428 
44 
219 
97 
189 
156 
241 
275 
N.A. 
N.A. 
N.A. 
220 
5559 
5564 
2 0 3 3 
1317 
1566 
931 
902 
954 
1131 
867 
775 
489 
767 
567 
685 
759 
N.A. 
N.A. 
N.A. 
518 
8531 
8473 
3600 
2177 
2139 
1682 
1399 
1391 
1344 
1273 
1209 
1189 
1177 
965 
934 
903 
870 
774 
756 
736 
Source: The Economic Times, August 7, 1989. p. 12. October 11.1991, p. 7; August 19, 1992, 
p. llandMachl2, 1993, p. 16. 
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Table-4. furnishes latest informations as regards the 
large industries in India till 1998 . 13 large industries have 
been categorised as the giants in private sector with an 
investment to the time of Rs. 1007076 were for the period 
undr review. Similarly the profit of these companies have 
been worked out to the extent Rs. 6 1 8 5 8 crores for the 
year 1997-98 only. This all speaks volumes about the 
contribution of these enterprises in the growth and 
development of Indian economy. 
Large Indus tr i e s in U.P.: 
The Large Industries of national importance are 
operating in U.P. and providing all sorts of coordination 
to all Indian large industries in the following fields.^'* 
a. Manufacture of machinery and plant and tools of all 
kinds. 
b. Manufacturing of automobiles, motor boats , etc. and 
their accessories. 
c. Manufacturing of electrical plants and accessories. 
d. Manufacturing of heavy chemical and fertilizers 
e. Metal Production. 
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f. Industries concerned with power generation and power 
supply. 
Table-5 provides a comprehensive statistical details as 
regards medium and large scale industries in U.P. Table 
gives a break-up of Eastern and western U.P. medium and 
large scale industries till 1996. It is discernible from the 
table that the concentration of medium and large scale 
industries in western U.P. is for more than Eastern U.P. 
When compared in terms of number, investment, 
employment and other parameters as given in the referred 
table, the western U.P. has a clear - cut edge over the 
Eastern U.P. 
TabIe-6 presents a detailed break-up of the status of 
industries in eastern U.P. 
Table-7 provides statistical informations regarding the 
existence of industrial estates - number and area covered 
in U.P. It is seen that in all these are 404 industrial estates 
covering an area of 2 2 , 3 9 8 . 8 Ha. Directorate of Industries 
U.P. has the largest number of Estates (266) followed by 
UPSIDC (128) and U.RS.I .C. (6). 
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Table.5 
Medium And Large Industry In Eastern U.P. Vs. Western U.P. 
^(71111996) 
Particulars 
T 
Eastern 
Regno 
ofU.P. 
T 
Westera 
Refnion 
ofU.P. 
TereeoSgT 
of Eastern 
T 
Per Per 
District District 
A v e r ^ of Average of 
U.P. of Eastern 
Region 
—5 r-
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15, 
16. 
No. of Medium & 
Large inds. 
Investment {in crore) 
Employment 
No. of SSI Units 
lnvestment(in crore) 
Employment 
Area (in S(J.Km.) 
Percentage of 
SC/ST 
No. of Blocks 
Natiionalised Bank 
Brancties 
Industrial Trg.Centre 
Electrified Villages 
Population in lacks 
Metalled Road(k.m.) 
Mini Industrial Estate 
Plots 
17.(a) Industrial Estate 
(b) 
(c) 
Sheds 
Plots 
18.(a) Industrial area of 
(b) 
19. 
20 
21. 
22 
23 
24 
25 
ofUPSIDC 
Covered Area 
(Acres) 
Growth Centres 
Exporting Units 
Value of Annula 
Export(mtacs) 
Existing Central 
lEMs , Filed 
Foreign Coi'oaboi'ation 
Promotional 
Infrastructure various 
Institutions 
155 
2435.23 
101612 
69570 
469.39 
301433 
86860 
21.98 
345 
1571 
40 
36274 
2658.96 
31499 
75 
3472 
28 
270 
1082 
25 
6636 
02 
669 
51578 
05 
108 
15 
04 
720 
7037.64 
209150 
122552 
1848.21 
666694 
73442 
20 
233 
2007 
51 
19051 
449.38 
31483 
51 
2560 
29 
452 
1508 
46 
16449 
04 
929 
163472 
03 
1601 
09 
10 
12 19 07 
20 
21 
28 
16 
25 
30 
19 
39 
31 
24 
46 
52 
32 
43 
41 
31 
25 
28 
19 
18 
29 
37 
18 
26 
05 
34 
17 
182 
7184 
3712 
43 
17748 
4215 
1.70 
13 
75 
03 
1167 
75 
1461 
2 60 
124 
1.32 
16 
58 
02 
539 
0.10 
27 
4267 
0 27 
30 
0 65 
0 35 
111 
4619 
3162 
21 
13702 
3948 
0.99 
16 
71 
02 
1649 
121 
1432 
3.40 
158 
1.27 
13 
49 
1.13 
302 
0 09 
30 
2345 
0 22 
05 
0 68 
018 
Source: Directorate of Industries(DIC), U.P., Kanpur, (1997-2002], p.8. 
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Table-6 
Status of Large Industries in Eastern Region of Uttar Pradesh 
(As on 31st March, 1997) 
SLNo. NameofDivisioa 
District 
1. Allahabad: 
1. Alluhabad 
2. Pratapgarh 
Total 
2 . Azamgarh: 
1. Azamgarh 
2. Bailia 
3. Jaunpur 
4. Mau 
Total 
3 . Faizabad: 
I. Behraich 
2. Faizabad 
3. (ionda 
4. Sultanpur 
5. Ambed.Nagar 
Total 
4 . Gorakhpur: 
1. Basti 
2. Deoria 
3. (iorakhpur 
4. Mahrajganj 
5. Padvauna 
fi. Siddharth Nagar 
Total 
5. Varanasi: 
1. Bhadoi 
2. (ihazipur 
3. Mirzapur 
4. Sonbhadra 
5. Varanasi 
Total 
Grand Total 
Investment Ks. in Crore 
Large & Medium Sector 
No. of Units 
21 
01 
22 
02 
0 2 
17 
03 
24 
• 0 3 
16 
11 
23 
00 
53 
14 
18 
14 
05 
0 
0 
51 
0 
4 
5 
6 
25 
40 
190 
Investmeot 
635.12 
18.«5 
653.97 
4.14 
14.86 
66.40 
31.32 
116.72 
12.20 
58.68 
221.43 
903.00 
0.00 
1195.31 
41.yo 
143.27 
188.83 
15.51 
0.00 
0.00 
389.51 
0.00 
29.58 
16.94 
357.21 
65.50 
469.23 
2824.74 
SSISector 
Na of Units 
10251 
3427 
13678 
2950 
5022 
4150 
2035 
14157 
3331 
4521 
4007 
5529 
127 
17515 
3500 
4002 
3378 
2037 
235 
1818 
14970 
289 
4492 
4377 
2269 
12428 
23855 
84175 
loTcstmeat 
79.69 
18.06 
97.75 
22.02 
14.38 
48.58 
9.11 
94.09 
19.23 
38.48 
19.88 
28.05 
0.79 
106.43 
43.01 
30.04 
19.40 
11.95 
1.49 
10.06 
115.95 
8.18 
25.17 
43.57 
18.67 
36.15 
131.74 
545.96 
Source : Directorate of Industries (I)IC), U.P. Kanpur, (I997-2(X)2), p. 19. 
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Table-7 
Industrial Estates in U.P. Total Number and 
Areas Covered 
1. 
2. 
3. 
4. 
Department 
Directorate of Industries 
a. Mini Indl.Estate 
b. Heavy Indl. Easte 
U.P.S.I.D.C. 
NOIDA 
CREATOR NOIDA 
UP. 
Areas inHa. 
253.2 
562.2 
15,146.7 
4,671.4 
758.4 
N o 
176 
90 
128 
01 
01 
5. SIDA 205.4 01 
6. GIDA 758.4 01 
7. VIDA (on progress) 
8. U.P.S.I.C. 43.1 06 
Total 22,398.8 404 
Source: Report of the Sub-working Group on Environment And 
Pollution Control for the Ninth Plan (1997-2002), U.P. Dec. 
1990, p. 20. 
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Looking at the region-wise position of Industrial estate, 
the Table-8 brings forth that out of the total number of 
industrial estates i.e. 252(including mini and large), the 
large industries are 85— with more concentration in 
western region (29) followed by eastern and central regions 
— 19 each respectively. Bundelkhand and Hill region have 
9 each. 
T a b l e - 8 
R e g i o n w i s e P o s i t i o n of Industr ia l E s t a t e s 
No. of Mini No. off Large 
Industrial Estate IndustrialEstate 
1. Eastern Region 62 19 
2. Western Region 51 2 9 
3. Central Regioin 44 19 
4. Bundelkhand Region 00 09 
5. Hill Region 10 09 
T^t^T TFT ffS 
Source : Directorate of Industries (DIC), 1997 . 
Table-9 presents the statistical informations of 
industrial growth through the plans. It is discernible from 
the table that higher growth of 12.5 per cent has been 
achieved during the Seventh five year Plan i.e. (1985-90), 
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followed by 6th five year plan 11.8 per cent Eighth Plan, 
10 per cent Fifth Five Year Plan, 9 .4 per cent , third five 
year p l a n , . 5 . 7 per cent. However, in the first and second 
five year plan, the industrial growth has been discouraging. 
Table-10 has been prepared to analyse the category-
wise break-up of Industrial units in U.P. It is discernible 
from the table that till 1996, U.P. had 288 large scale 
industries dealing in food products, followed by 158 
industrial units in chemicals and 123 units in Basic metals 
and 121 in paper products. The total number of large scale 
industries were 1275 till 1996 having diversified 
activities in food products chemicals basic metals to cotton 
wool silk, jute, Hosiery and variety of other products as 
under tabular review with investment to the tune of Rs. 
12406 .98 crore (Table-11). The analysis of the region wise 
dispersal of industries clearly indicate that the western U.P. 
has the largest number of large scale industries followed 
by other regions under reference (Table-12). 
25 
Table - 9 
Industr ia l Growth Through t h e P l a n s 
1. First Five Year Plan (1951-56) 2 .3% 
2. Second Five Year Plan (1956-61) 1.7% 
3. Third Five Year Plan (1961-66) 5.7% 
4. Fourth Five Year Plan (1969-74) 3.4% 
5. Fifth Five Year Plan (1974-79) 9.4% 
6. Sixth Five Year Plan (1980-85) 11.8% 
7. Seventh Five Year Plan (1985-90) 12.5% 
8. Eighth Five Year Plan (1992-97) 10.0% 
S o u r c e : Directorate of Industries (DlC), Kanpur, 1997 
(Annexure-C) 
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Table -10 
Categorywise Breakup of Industrial Units 
(TiU 1996-97) 
No. off SSI S.No. Kind of Industries No. of Large 
Scale Industries Units 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
Food Products 
Tobacco and Alcohol 
Cotton 
Wool Silk & Synthetic Fibre 
Jute etc. 
Hosiery 
Wood Products 
Paper Products 
Leather Products 
Rubber & Plastic 
Chemicals 
Non Metallic Mineral Product 
Basic Metal 
Metal Product 
Machinery 
Electric Machinery 
Transport Equipment 
Miscellaneous 
Repairing 
288 
46 
56 
32 
06 
04 
04 
121 
20 
58 
158 
48 
123 
40 
54 
113 
34 
55 
14 
34635 
1223 
8345 
4266 
1083 
26150 
19078 
6705 
11555 
6765 
7687 
7787 
3387 
21217 
8778 
4541 
2367 
23860 
52971 
Total 1 2 7 5 252400 
Source: District Industries Centre, Kanpur, (U.P.). 
T a b l e - 1 1 
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Inves tment in t h e S t a t e 
(Till 1 9 9 6 ) 
Rs . (in Crore) 
1. SSI 
2. Large and Medium Industries 
2927.48 
12406.98 
Tota l 1 5 3 3 4 . 4 6 
S o u r c e : Same as Table-9. 
T a b l e - 1 2 
R e g i o n w i s e D i s p e r s a l of Industr ies 
1. 
2. 
3 . 
4. 
5. 
Eastern Region 
Western Region 
Central Region 
Bundelkhand Region 
Uttarakhand Region 
Total 
No. of SSI 
Units 
69570 
122552 
32654 
10592 
17032 
2 5 2 4 0 0 
No. of L.S.I. 
Units 
155 
720 
230 
31 
139 
1 2 7 5 
S o u r c e : Same as Table-9. 
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Large Indus tr i e s of Kanpur: 
"Kanpur, which was once a small village has, with the 
passage of time, grown up as the biggest industrial, centre 
in Uttar Pradesh. It has a diversified industrial complex and 
is known as the "Manchester of Norther India". Besides 
leather and tanning, jute, woolen, oil and sugar industries, 
it is particularly famous for its Cotton Textile Industry".^^ 
Table-13 presents a detailed district wise statistical 
analysis as regards the status of Industries in Kanpur 
(Nagar) and Kanpur (Dehat) upto March 1996). The table 
clearly indicates that the Kanpur (Nagar) has the larger 
number of large industries i.e. 83 than the large Industries 
existing in Kanpur (Dehat) i.e. 52. Looking at the break-
up of the Industries in Kanpur (Nagar) it is seen that the 
majority of the large industries are engaged in the 
production of leather products and chemical products. 
Kanpur (Nagar) has also the larger number of cotton textile 
units (9) followed by basic metal Industries (8) and 
Machinery and Electrical Industries (8). There are 7 in 
large scale Industries engaged in food products business. 
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Total amount of investment in these Industries comes 
out to Rs. 873 .9 crores providing an employment to 6 5 5 6 3 
persons during the period under review. 
The status of Industries in Kanpur (Dehat), Table-14 
presents encouraging picture. There are 52 large Industries 
with its Basic metal Industries 9 food products Industries 
7 machinery Electrical 3 each in Cotton textile, wool, silk 
and Synthetic fibre textile and metal products . 
In these Industries the total amount of investments has 
been worked out to be Rs. 114 .8 crores . These Industries 
has provided employment to 4497 persons . It is discernible 
from the table that the units in food products have provided 
the large number of employment as compared to the other 
Industrial units under reference. In terms of providing 
employment the second number has been attained by Basic 
metal industries 769 , followed by machinery 707 , leather 
products 299 , wool Silk 208, 2 6 5 . Metal products and 186 
cotton textile. 
To sum-up it may be concluded that the large Industries 
in Kanpur are playing crucial role in the growth and 
development of U.P. in particular and in the Industrial 
growth and development of India in general . 
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C o n c l u s i o n : 
From the fore-going discussion it is clear that right from 
the inception of the planning era there has been a 
t remendous change in the Industrial front. On account of 
sound economic policy pursued over the years, t remendous 
amount of growth and development has taken place in 
Indian industries. With the advent of New Economic Policy 
in 1991 the economy witnessed transformation of drastic 
nature undergoing a paradigm shift from one of the most 
highly regulated economy of the world to a market oriented 
system contracting the role of government in making 
economic decisions as the means to achieve higher growth 
of the economy and its rapid integration with the rest 
of the world. 
In the process of economic liberalization and 
globalization the role of Industrial units especially the 
large Industries of U.P. in general and Kanpur large 
industrial units in particular have stellar role to play which 
they seem to have played in the past. From the fore-going 
discussion it has emerged that the large Industries of 
Kanpur including (Nagar and Dehat) both have been 
contr ibut ing tremendously in terms of product ion, 
employment, investments, exports, and in social sector. 
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In the succeeding chapter entitled "Research Design 
and Methodology" a frame work of the study including 
statement of problem, objectives, hypothesis, scope and 
research methodology have been discussed. The chapter 
has also provided a review of a conceptual frame work 
of the capital budgeting and its applicability to the large 
industries of Kanpur. 
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Chapter - II 
RESEARCH DESIGN AND METHODOLOGY 
RESEARCH DESIGN AND METHODOLOGY 
Capital Budgeting in Large Industries of Kanpur is a serious 
academic work for Fli.D. thesis. There has been plethora of 
literature both by Indian and continental authors dealing with 
problems of long term investments. As a matter of fact, the existing 
literature dose not spell out the logic to grapple with the issues 
which the globed operations of the corporations have raised. The 
literature provided in 50's deal with equity as a means of raising 
fund for long term investment. In the decades of 60's and 70's 
the concept of merger and amalgamation has been prominently 
discussed by authors as a solution to generating resources for long 
term investments. In 80's the financial leverage was offered as 
a way out to reduce the high cost of equity capital. The existing 
literature does not deal with risk-relation and cost having their 
origin in global market, monopolised technology and monopolised 
funds. It requires review of the existing thoughts in a bid to forge 
new tools to deal with the problem of minimum cost and maximum 
value of the firm by serving the customers efficiently in the global 
market The parameters of sound capital budgeting has to be 
reshuffled and readjusted to focus on the p.fficient management 
of long term funds for projects for new markets in anticipation 
of ever-higher returns. 
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The present thesis is the outcome of the serious efforts of the 
part of the Research Scholar to study the ongoing large industries 
of Kanpur in the light of modern logical framework. The results 
would have extensive application to any incorporation operating 
in the domestic and global market. 
Problem Areas: 
The thesis makes approach to deal with the following three 
fold problems: 
1. Market Related : Demand long term 
2. Technology Related: Cost Effectiveness 
3. Financial Related: Cost of Capital Minimum and 
Maximum Value. 
Market related issues under the capacity which has to be 
installed to satisfy the demand over a series of years in future. 
Of course the capacity to be generated has to be phased out as 
the capital budgeting, proceeds for projects in order of priority 
reflecting the Net Present Value (NPV). 
The technological issues are being probed in the light of 
financial cost and the return to be realised in the future. Either 
the technology must be cost saving or high return yielding or 
both. The main deterent now is the constraints of monopoly of 
technology. It is expected that mutual benefits to the technological 
exporters and finished product consumers would have the sobering 
effect before the inception of 21st century. 
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The financial related issues are more of the nature of managing 
the funds than the supply constraints. The attitude of the Financial 
Institutions must change to preceede the global of onslaught of 
foreign companies. The rigidity must give way to flexibility. The 
financial institution must provide cheaper funds for a longer period 
of time. The Financial Institutions should share the risk in place 
of fixed charge on loans. Hopefully the firms would make better 
use of the funds in their global operations. 
Review of Literature - Large Industries of Kanpur: 
With the advent of liberalisation and globalisation, the Indian 
Industries have undergone sea change in their overall modes 
operandi - ownership, areas of activities, product mix, strategies 
and planning etc. The entry of MNCs, and TNCs in Indian 
economic arena has posed yet another challenging task to the 
domestic industries to grapple with. However, in the changing 
economic milieu, the role of large scale industries in India has 
assumed ever greater significance. 
The present study has been undertaken to study the varied 
aspects of long-terms investment (capital budgeting) in large 
industries of Kanpur. The study is novel perse as there is dearth 
of related literature on the subject. However, in the succeeding 
paragraphs, literature related to studies on large industries of 
Kanpur has been made. 
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A prominent study on the large industry of India was made 
by Pearse. S. Arno^ way back in 1930 even before independence. 
The theme of the work was mainly focussed on the different aspects 
of cotton Industry of India. In this study, the author has talked 
about historical existence of cotton manufacturers in India who were 
chiefly confined to the spinning and weaving activities for centuries. 
The author, however, has also talked about a particular castes who 
were united together into guilds. These guilds were organised on 
an occupational pattern characterised in hereditary occupations. 
A report of the Indian Industrial Commission^ (1916-18) 
published in 1918 threw light on the pre-independence Industrial 
Policy specifically pertaining to East India Company. 
Mehta, S.D.'s book entitled "The Cotton Mills of India".* gave 
a detailed account as regards the cotton mills established in India 
in the early decades of 19th century. The Mehta's book has very 
rightly pointed out that the focal points of attraction to set up 
the cotton mills in India were cheap labour, low freight charges 
and the availability of raw materials on the spot. 
An l.L.Os publication'* in 1960 presented a comprehensive 
analytical study with regard to the varied aspects and dimensions 
of cotton Textile in India The publication gave vent to the fact 
that at the close of the 19th century, there were 36000 looms 
with over 4 million spindles. The ILO's publication inference that 
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during the two world wars, the position of cotton Textile mills 
consolidated seem to have had sound logic. The study has also 
brought forth that these mills continuously made steady progress 
till the partition of the country in 1947. 
A publication of planning Commission in 1966^ has emphasised 
the role of plans (First and Second) in the growth, development 
and promotion of Industries. 
Ali Irshad ,^ wrote a book entitled "Rationalisation of 
Management in Cotton Textile Industry of India" in 1973. He has 
touched upon all the significant aspects of rationalisation of 
management cotton textile industry of India with specicd reference 
to Kanpur. A Ph.D. thesis by Masood Jawed^ on " Problem of 
personnel management in Cotton Textile Industry of Kanpur" was 
submitted to Aligarh Muslim University. The thesis has given a 
vivid accounts of the spectrum of problems of cotton industry 
of Kanpur. Khan. FM« Ph.D. thesis (AMU, 1984) on the 
Development of Corporation Banking" made a critical study of 
different facets of cooperative banking since 1951. 
Sagir Gazala'' (Ph.D. Thesis, AMU, 1994) dwelt upon numerous 
multifarious problems of Industrial relations of Textile Industry of 
Kanpur. Sultana Munwwar^^. M.Phil dissertation (AMU. 1989) 
incisively dealt with the multi-dimensional aspects of cotton textile 
mills. Masood Rana^^ (1981) made a specific study of labour 
Relations of Elgin Mill of Kanpur. 
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Irfan Ahmed^^ ,„ his Ph.D. thesis (AMU 1994) made a critical 
evaluation of Indian Industrial Policy and development Since 1981. 
He has outlined as to how the industries have progressed \Anth 
changing industrial policies- from protectionist economy to market 
friendly economy. Khan, Mohd. Mohsin^ ^^  in his book on 
"Entrepreneurial Problems and Performance in U.P.s Agro-based 
has given a thred-base details about almost all the aspects of 
industries specially large industries of India engaged in agro-based 
activities. Zillur Rehman^* in his Ph.D. thesis (AMU-1996) entitled 
"Computerised Management Information System In Large Scale 
Private Sector Indian Manufacturing companies" has elaborately 
discussed regarding prevalence of computerisation and its 
percolating benefits adding to the efficiency and productivity of 
organisation. 
However, all these above mentioned studies have generally 
concentrated to the evolution, growth and development of industries 
and also other aspects, such as, entrepreneurial problems, 
computerisation, trade relations, labour relations etc. of large 
industries. None of these studies have dealt with the financial 
aspects, e.g. productivity, efficiency or functional aspects of financial 
management like capital budgeting decisions etc. of the large 
industries of India. In the present study the Research Scholar has 
undertaken to critically study the varied dimensions of capital 
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budgeting decisions of large industries with special reference to 
Kanpur (UF). In the succeeding paragraphs, discussion regarding 
the conceptual frameworks of capital budgeting decision is made. 
Capital Budgeting — Conceptual Framework: 
Investment decision is an important aspect of capital budgeting 
decision. It can be defined as a process which involves the 
investment of current funds into a long term investment projects 
which will in the long term yield benefits over a series of time. 
It generally includes the expansion, diversification, modernisation 
and replacement of plants eind machinery. Even the kind of sales 
distribution, method of advertisement etc. also have long term 
implication on the value of firm. Thus, it is a very crucial aspect 
of financial decision, as large amount of funds are invested in a 
project. 
The capital budgeting refers to Assets which are in operation 
and yield return over a period of time usually exceeding one year. 
The system of capital budgeting is employed to evaluate 
expenditure decisions which involve current outlays but are likely 
to produce benefits over a period of time longer than one year 
these benefits may be either in the form of increase in revenues 
or reductions in costs. 
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Capital expenditure management includes addition, disposition, 
modification and the placement of fixed assets. 
Features of Capital Budgeting: 
1. Potentially larger anticipated benefits. 
2. A relatively high degree of risk. 
3. A relatively long time period between the initial outlay 
and the anticipated return. 
Importance of Capital Budgeting: 
Capital budgeting decision are of paramount importance in 
financial decision making in the first place such decision affects 
the profitability of a firm. These also have a bearing on the 
competitive position of the enterprises. The fixed Asset represent 
the true earning assets of the firm however current assets are 
not generally earning assets. Thus capital budgeting decision 
determine the future destiny of the company. An opportune 
investment decision can yield spectacular returns. A few wrong 
decision and the firm may be forced into bankruptcy. 
Secondly a capital expenditure decision has its effect over 
along time span and inevitably affects the company future cost 
structure to sport a new product, the company... commits itself 
to a sizable amount of fixed costs in term of labour, supervisors' 
salary, insurance, rent of building and so on. If the investment 
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in future turns out to be on successful or yields less profit than 
anticipated the firm will have to bear the burden of fixed costs 
unless it writes off the investment completely. 
Thirdly capital investments decision once made are not easily 
reversible without much financial loss to the firm. 
Finally Capital investment involves costs and the majority of 
the firm have scarce capital resources. This underlines the need 
for wise and correct investments decision as an incorrect decision 
would not only result in losses but also prevent the firm from 
earning profits from other investment which could not be 
undertaken for want of funds. The benefits out of the long term 
investment is expected to be derived from a project in terms 
of cash flows rather than in terms of income. Cash is central to 
all decisions of the firm.^ '' 
Capital expenditure decisions are not easy to take for the 
following reasons; first the benefits from the investment are received 
in some future which is uncertain, therefore, element of risk is 
involved the uncertainties on the possibilities of shifts in consumer 
preferences the action of competitor, technological development 
and change in the economic or political environment. Is not to 
calculate strictly?^'^ 
Capital bugeting refers to the toal process of generating, 
evaluating, selecting and following up on capitla expenditure 
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alternatives, the firm allocation or budget financial resources to new 
investment proposals*'. 
Technique of Capital Budgeting: 
There are two broad-based methods of capital budgeting, i.e. 
traditional method and discounted cash flow method. 
The traditional method consists of average rate of return and 
pay back. The dicounted cash flow method includes net present 
value, internal rate of return and profitability Index. 
Traditional Mehtod: 
Average Rate of Return: 
The Average Rate of Return (ARR) method of evaluating 
proposed capital expenditiore is also known as the Accounting Rate 
of Return method. There are a number of atternative method for 
accounting the ARR. The most common usage of the Average Rate 
of Return (ARR) is as follows: 
Average Annucil Profit After Taxes 
ARR= X 100 
Average Investment Over the Life of the Project 
The average annual profit after taxes are determined by 
adding up the after tax profit expected for each year of the project 
life and dividing the result by number of years. 
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The average investment is determined by dividing the net 
investment by two. 
Average investment - Networking Capital + Salvage Value + 
1/2 (Initial Cost of Machine - Salvage Value). 
Average Income 
ARR= X 100 
Average Investment 
Accept - Reject Rule: 
With the help of the financial decision maker one can decide 
whether to accept or recject the invesmtnt proposal according to the 
ARR as an accept-reject criterion. The actual ARR would be 
compared with a pre-determined or a minimum required rate of 
return or cut-off rate-A project would equality to be accepted if the 
acutal ARR is higher than the minimum desired ARR. 
Evaluation of Average Rate of Return (ARR): 
The most favourable attribute of the ARR method is easy 
calculation, moreever. it is simple to understand and use. 
However, this method of evaluation investment proposals 
suffers from serious deficiencies. The principal shortcoming of the 
ARR approach arises from the use of accounting income instead 
of cash flows. The second shortcoming of ARR is that it does not 
take into account the time value of money, that the ARR method 
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treats these benefits at par and fails to take account of the 
differences in the time value of money. Thirdly it does not 
differentiate between the size of investment required for each 
project. ARR mehtod in such stituation will leave the firm in an 
indeterminate position. Finally, this method does not take into 
consideration any benefits, which accrue to the firm from the sale 
or abondonment of equipment. 
Pay Back Method: 
The Pay Back Method is the second traditional approach 
method of capital budgeting. It is the simplest and perhaps, the 
most widely employed method. This method answers the question 
as to how many years will take for the cash benefits to pay the 
original cost of an investment, normally disregarding salvage value. 
There are two ways of calculating the Pay Back period. The first 
method can be applied when the cash flows stream in the nature 
of annuity for years of the project life. 
Investment 
PBP= 
Constant Annual Cash Flow 
The second method is applicable when a project cash flows 
are not equal. Under this method, the ineven cashflows are added 
till it equals the cost of capital. 
s^ 7 
Accept — Reject Criterion: 
The Pay Back period can be used as a decision criterion to 
accept or reject investment proposal. If the actual pay back period 
is less than the pre-determined pay back, the project would be 
accepted, if not, it would be rejected^^. 
Evaluation of Pay Back Method: 
Its most outstanding merit is that it is easy to calculate and 
simple to understand. Moreover the pay back method is an 
improvement over the ARR approach, its superiority arises due to 
the fact that it is based on cash flew analysis. 
The demerits of pay back method is that it completely ignores 
all cash inflows after the pay back period. This could be very 
misleading in capital budgeting. It also ignores the time value of 
money. It does not take into consideration the entire life of 
the project during which cash flows are generated. Nevertheless, 
the pay back method continues to be in use, frequently as a 
supplement to other more sophisticated methods. It does afford 
management limited insight into the risk and liquidity of a project.^° 
Here, it would be sufficient to define the cost of capital (K) 
as the minimum discount rate that must be earned on a project 
that leaves the firm market value unchanged. The second 
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commendable feature of these technique is that they take into 
considration all benefits and costs accruing during the entire life 
of the project. 
The two discounted cash flow techniques of capital budgeting 
which are very importcint and helpful in appraisal of projects are 
the Net Present value i.e. the NPV approach and the Internal 
Rate of Return (the IRR approach). 
Net Present Value (NPV): 
The Net Present Value (NPV) approach is based on the rate 
of return which is external to the project and is the cost of capital. 
It includes the cash flows of the project which are expected to 
be earned by the proejct. It includes the cash inflows as well as 
out-flows. According to this method the net present value of cash 
flows are taken into account. This method is superior to the 
techniques such as Average Rate of Return (ARR) and the Pay 
Back Method sincce it involves the cash flow throughout the life 
of the project.2^ 
There are two methods of calculating NPV of a project 
1. Conventional Method - which includes initial investment 
outlay only. 
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2. Unconventional Method - which includes initial as well as 
the investments made time and again within the life span 
of the project. 
i. Conventionl Method - NPV is calcualted by 
CF, CF3 CF„ S„ W„ 
NPV= + ....+ + +-
(1+K)' (1+K)2 (1+K)" (1+K)"(1+K)" 
ii. Unconventional Method - NPV is calculated by 
CF, CF, CF„ S„ W„ 
1 £, n n n NPV= + ....+ + +-
(1+K)' (1+KP (1+K)" (1+K)"(1+K)" 
C, C 
" ( C o — + V — ) 
(1+K)' (1+K)" 
where. 
CF2 is cash inflow within the life time of the project i.e.t. 
C. is investments within the life time of the project i.e. t. 
K is cost of capital or discount rate 
S^  is salvage cost 
W^  is wokring capital adjustments 
NPV can be 0. more than 0 or less than zero. If NPV =0 
then there is indifference between whether to accept or reject the 
project 
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If NPV>0 then we accept the project 
If NPV<0 then we reject it 
Internal Rate of Return (IRR): 
IRR involves the rate of return which is internal to the firm 
and not on the cost of capital which is the main difference between 
the two. IRR can be defined as the NPV where NPV is equal 
to zero. So under the conventional and unconvetional methods, IRR 
can be calculated as follows: 
1. 0 = 
1. 0 = 
CF, 
\ (l+r)i 
CF. 
1 
{l+r)> 
-C„+C, 
+ -
z n 
. . . . 1 
(l+r)2 
CF, CF 
Z n 
. . . . 1 
(l+r)2 
C, C 
2 n 
+ 
s w 
n n 
1 1 
(1+r)" 
s w 
n n 
1 1 
(1+r)" 
- - C o 
(1+r)" (1+r)" 
(1+r)" (1+r)" 
(I+TV (l+r)2 (1+r)" 
Thus, we can say that the basic difference between NPV and 
IRR method is that NPV involves a predetermined rate of return 
which is external to the firm while IRR involves rate of return which 
is internal to the firm. 
Cost of capital is predetermined in NPV method while rate 
of return in IRR method is found by hit and trial method. 
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IRR can be said to be found where the rate of return i.e. NPV 
at r is equal to zero. 
IRR is more reatlistic since it has to be calculated by the 
following formula: 
PV - PV 
IRR = r2 + X Ar 
DPV 
r = lower rate of return 
Dr = different in r 
DPV= difference in present value 
PVpp^ ^= Present value of cash flow after Tax 
PVC = present value of initial investment. So the internal rate 
of return r is more realistic than K i.e. cost of capital which 
is predetermined. 
It should be remembered that if NPV is positive, project should 
be accepted, if negative, project should be rejected. It is also 
helpful in selecting the mutually exclusive projects by ranking them 
according to NPV. 
Advantages: 
1. It considers the time value of money 
2. It considers the entire return over the life time of project. 
2. It helps in wealth maximum of shareholders. 
4. It helps in selecting the mutually exclusive projects. 
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Limitation: 
1. It is an absolute measure and does not even consider the 
large initial outlays. 
2. It considers the rate of return if it is conventional that it 
will lead to confusion because of multiple rates. 
3. It ignores the intermediate cash flows and renivest inthe IRR 
which usually is not practiced as firm reinvest in different 
rates. 
Thus. Discounted Cash Flow Method (DCF) is more practical 
than traditional approach. 
Profitability Index: 
Profitability Index (PI) is a time adjusted capital budgeting 
techdnique. PI approach measures the present value of returns per 
rupee invested. It is observed that a major shortcoming of the 
NPV method is that, being an absolute measure, it is not reliable 
method to evaluate projects requiring different initial investments. 
The PI method provides a solution to this kind of problem. It is, 
in other words, a relative measure, it may be defined as the ratio 
which is obtained by dividing the present value of future cash inflows 
by the present value of cash outflows. 
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Mathematically, 
Present value of cash inflows 
PI = 
Present value of cash outflow 
This method is also known as the benefit-cost ratio (B/C ratio), 
because the numerator measures benefits and the denomination 
costs. 
Accept - Reject Rule: 
Using the PI, a project will qualify for acceptance if its PI exceeds 
one. When PI equals 1, the firm is indifferent to project. 
The selection of projects with the PI method can also be done 
on the basis of ranking. The highest rank will be given to the project 
with the highest PI, followed by others in the same order. 
PI > 1 accepted 
PI < 1 rejected 
Ex: Here we take an example of this accept and reject rule. We 
have got two machines A and B. The present value of cahs inflows 
for machines A and B are Rs. 68 ,645 and Rs. 71 ,521 respectively. 
On the other hand the present value of cahs outflows for the 
machines A and B EW Ea 56 ,125 and Rs. 56 ,125 respectively. 
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Then we take the profitability Index of the two machines. 
Rs. 68, 645 
PI (Machine A) = =« 1-22 
Rs. 56,125 
Rs. 71,521 
PI {Machine B) = = 1-27 
Rs. 56,125 
Since the PI for both the machines is greater than 1, both 
the machines are acceptable. 
Calculation of PI: 
Though it is common to define PI as the ratio of the PV of 
the cash inflows divided by the PV of cash outflows, the PI may 
also be measured on the basis of the net benefits of a project; 
its gross benefits against its total cost over the life of the project. 
This aspect becomes very important in situation of capital rationing. 
Present value of cash inflows 
PI -
PI -
PI -
Present value of cash outflows 
Or 
Net benefits of the Project 
Current cash outlay 
Or 
Gross Benefits 
Total Cost over the Life of the Project 
Net Present Value (NPV) Vs. Profitability Index: 
55 
In most situations, the NPV and PI as investment criteria 
provide the same accept and reject decision, because both the 
methods are closely related to each other. It may be recalled that 
under PI method the investment proposal will be acceptable if the 
PI is greater than one, it will be greater than one only when the 
proposal has a positive net present value likewise PI will be less 
than one when the investment proposal has negative net present 
value under the NPV method. 
In other words we can say that IP is greater than, equal to 
or less than 1; the net present value is greater than, equal to or 
less than 0, respectively. In other words, the NPV will be postive, 
when the Pi is greater than 1; will be negative when the PI is 
less than 1, thus , the NPV and PI approaches give the same results 
regarding the investment proposals. 
While evaluating mutually exclusive investments proposals, 
these methods may give different rankings. Following example take 
such a case. 
Example: 
Year 
0 
1 
2 
Present Value of 
Cash inflow at 19% 
NPV 
PI 
Project A(Ks.) 
-50,000 
40,000 
40,000 
69,440 
19,440 
69,440 
Project B (Rs.) 
-35.000 
30,000 
30.000 
52.080 
17.080 
52.080 
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Thus, project A is acceptable under the NPV method, while 
project B under the PI method. Here we took the NPV technique, 
as NPV technique is the superior technique, therefore project A 
should be accepted. The best project is the one which adds the 
most among available alternatives to the shareholders wealth. The 
NPV method by its very definition will always select such projects. 
Therefore we can say that the NPV method gives a better mutually 
exclusively choice than PI. The NPV method gurantees the choice 
of the best alternative. 
Approach To the Study: 
The existing techniques have been divided into these major 
groups: The conservative for safety, the moderate in which saftey 
is somewhat compromised with minimum risk and aggressive 
approach which follows the philosophy that nothing can beat the 
return and they are all out for return, no matter how risky it 
is. Our approach is global risk for investment to service new markets 
for maximum returns. The thesis combines the cost as the base 
to earn maximum return which should justify the risk that the 
suppliers of funds are called upon to assume. 
Large industries Kanpur are selected as the area to test the 
hypothesis because industries of all times of financial philosophy 
are investing in a state which is traditionally agriculture. 
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Nevertheless the Research Scholar is that the conceptual 
framework of this thesis would have extensive application to deal 
with challenges of 21st century. 
Parameters Adopted: 
It includes cost of capital-cost of equity (ke), cost of debenture 
(kd) and overall cost of captial (ko) at constant rate for the period 
under review (1990-97). 
The ko is used as the capitalising rate to determine the market 
value of the equity and the firms. 
Risk is measured in terms of time, in terms of changes, in the rate 
of interest over time and in terms of changes inthe dividends rate. The 
cumulative impact of the risk is measured in terms of the changes in 
capital gains over time. The approach is made to fuse together the 
risk which management assumes in capital budgeting with the" risk 
perception of investors. 
The tradtional method to measure return is simple because 
they calculate book profit as a ratio to capital. The moderate 
method is also not differnt except their method excludes reserves 
to compute the return. The aggressive method is quite different 
because they include the net worth and borrowing to calculate the 
returns in terms of profit before interest and taxs as a ratio to 
funds employed. The approach of the Research Scholar in the 
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budgeting. 
However, there are constraints of inadequate informations and 
red-rapism in the Directorate of Industries (DIC). The Research 
Scholar has made some modifications in the technique of capital 
budgeting to overcome them like additional funds are assumed to 
reflect financing of projects, expenditure of computerisation of some 
firms is considered as a step to modernise the plants and heavy 
financial leverage considered as aggressive approach. The agregate 
earnings are assumed to grow at constant rate inthe absence of 
categorical informations about earnings. Net profit is assumed as 
net earnings of the owners from investment in the absence of 
cash flow and fund flow statements. 
The Research Scholar thinks that assumptions to overcome 
limitations would not jeopardize the results. The Balance Sheet 
reveals the break up between working capital and fixed capital. 
The distinciton between the two funds is used by the Research 
Scholar to determine the extent to which the permanent funds are 
used to finance the permanent working capital. 
The scope covers all the issues with resutls of far reaching 
significance for management of long term funds and capital 
budgeting of inspite of the assumption. 
Objectives of Study: 
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present thesis is to calculate the NPV which is the real addition 
to the value of owner's wealth. The earnings are capatilised at 
opportunity cost which is the expected rate of return of investors. 
It is a departure from the established practices of computing return. 
The NPV method is scientific and appropriate to global 
application of the funds. The other methods like pay-back, ARR, 
PI, IRR etc. are handicaped by the assumptions on which they 
are formulated. All of them failed to incorporate the investors 
attitudes. 
Scope And Limitations of the Study: 
The thesis is the study of capital budgeting in large indusries 
of Kanpur. It begins with an enquiry into factors leading to 
development of Industries in Kanpur. It makes an extensive study 
of the existing literature and raises the fingers at the limitations 
of the notions which the existing literature offers to resolve the 
problems of capital budgeting. The thesis breaks from the 
established notions and practices. It evolves its own strategy to 
make the capital, budgeting flexible and adjustible to global 
challenges of the business world. It makes a probe into the cost 
of capital. Risk and Return. The method most suitalbe to deal 
with the vast issues of variegated nature are reduced into the 
present value of earning. A critical summary of the conslusion 
throws light on issues of financial right management capital 
60 
The objectives of the thesis is to device means of sound 
management of funds, to finance projects for operation in global 
markets. The existing literature is inadequate to answer the 
questions as to segment the project for new markets, manage free 
flow of capital, manage the cost of capital, manage the risk for 
money market, capital market, consumer market and monopoly 
of the technology. 
Kanpur is selected for study because it is one of the major 
industrial city of U.P. with substantial contribution to state's income. 
The logic and reasoning of this thesis hopefully would apply to 
industries having to face the challenges of 21st century. 
Hypothesis : 
The thesis is hypothesised as follows: 
In the first stance it makes an enquiry into the industrial 
development of Kanpur to highlight its importance. It is true if 
Kanpur fails, the UP state fails. The historical study throws open 
both positive and negative features of the growth of industries in 
general. From the study of industrial history of Kanpur it becomes 
clear that errors in capital budgeting is the root cause of indusrrial 
sickness generally. The study of existing literature up to SOs 
furnishes answer to problems which are not longer sifnificant inthe 
context of challenges in 21st century. 
Capital budgeting in global context has to be base don 
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divergent perception of ^/INCs/MNIs and Global Financial 
Institutions (GFIs). 
The hypothesis evolved by the Research Scholar is based on 
cost return, risk trade off in global context. The Research Scholar 
has come to the conclusion that non of the existing financial 
philosophy is adequate to solve the problems. The present 
hyposthesis is the fusion of perceptions of global management and 
of corporation and global financial investors. The hypothesis is the 
fusion of perceptions of global financial investors. The hypothesis 
makes maximisation of investors wealth as the goal of capital 
budgeting. 
Research Methodology Adopted: 
The facts and figures present analysed inthe thesis are based 
on scientific method in consonence with principles of thesis writing. 
The statistical data have been gathered and collected fromthe 
different sources i.e. primary and seconary sources. However, the 
Research Scholar has depended more on secondary sources of 
information than the primary on acocunt of unwillingness on the 
part of the organisations to part with the requisite data. 
Annual Reports of the large industries of Kanpur under 
reference have been utilised to prepare the tabular formate as 
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regards the capital budgeting. Directorate of Industries (DIC) Centre 
has been of great help in getting required statistical material. 
Informations from the articles and the UP. State Government 
reports appeared in various journals, periodicals have also been 
made good use of. 
The statistics so collected have been framed in a tabular form 
in accordance with the requirements for studying capital budgeting 
in large industries of Kanpur. Analysis has been done by collating 
and interpreting the data to put the discussion in logical and sound 
footing to arrive at the conclusion for offering the suggstions for 
sound and viable capital budgeting in large industries of Kanpur. 
Sample Study of Large Industries of Kanpur: 
In all. the following six large industries of Kanpur have been 
studied viz- LML Ltd, JK Jute Mills Co.. Kanpur Plastipack Ltd. 
Kothari Products Ltd.. J.K. Synthetic and Duncan Industries Ltd. 
(Fertilizer Division). 
Brief history of these industries along with their product profile 
is discussed in the succeeding paragraphs. 
History — LML Limited 
The company incorporated in 1972 as a Private Company 
called Lohia Machines Private Limited, started manufacturing of 
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Synthetic Yarn Manufacturing Machnies in technical collaboration 
with ARCT. FRANCE. In terms of companies Act, 1956, the 
company was converted into Public Limited Company. The activities 
were diversified by putting up Synthetic Yarn processing unit in 
1978. Nylon-6-Chips manufacturing unit and another unit for 
manufacturing of LML VESPA SCOOTERS in technical collaboration 
with "PIAGGIO" & CSPA, ITALY. 
The activity of entineering unti was phased out & Fibre Unit 
was de-linked. As such the company is now manufacturing only 
scooter under the Brand name of LML VESPA PIAGGIO became 
a financial partner in 1990 through a Joint Venture agreement with 
a share capital of 25*yo of the paid up capital. This joint venture 
agreement has since been renewed in February 1995 for a period 
of 10 years. 
During the last 11 years the company has produced and sold 
over 12 lacs Scooters which is a remarkable achievements inspite 
of formidable competitors. When LML entered the scooter industry 
in 1982 in technical collaboration with PIAGGIO it was essentially 
operating in a seller's market which had huge unmet demand. It 
was able to gain substantial volume and market share approached 
20 per cent by 1990. In 1991 the sales lumped from 14000 a 
month in 1990 to 5000 a month in 1992. Overall sales in 1991 
were half that of 1990. It introduced a new vehicle LML T-5 in 
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early 1992 which ws priced higher than LML NV. In September 
1992 both the vehicles were restyled and relaunched as the NV 
- SPECIAL & T-5 SPECIAL. There was no immediate impact on 
sales. Total sales in 1992 was within the existing demand with 
the higher price T-5 rapidly wresting a 35 percent share of LML's 
SALES by end 1992, the company had managed to fix itss niggling 
quality problems, which had been preventing it from attaining a 
premium status in the eyes of the consumer. It also started spending 
heavily on advertising. 
Innovative marketing, such as exchanging any old scooter for 
a new LML. one & paying the difference in easy installments 
helped inbooming up the market share of LML considerably. LML 
also enthused its dealer with more generous margins whichrange 
from Rs. 725 to Rs. 1100. 
By 1993 it introduced a new model, LML, VESPA-SELECT, 
which proved to be an instant success. By mid 1993, as much as 
60 per cent of LML SALES wer of the SELECT. The older NV 
accounted for 15 per cent while the T-5 slid to 5 per cnet. By 
199i3 sales had increased to 15000 per month. It stayed at that 
level till aobut mid 1994. after sales spurted to around 20000 per 
month, by the yar end. At present the coinpany offers 5 different 
models of scooter namely NV SELECT. SELECT-II. STAR &aa 
SENSATION to cater to the different section of customers. 
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The severe demand recession during October 1990 to 
September 1992 upset the working of company resulting into heavy 
losses. As a resutl of inhouse R & D activities, the company could 
introduce a new range of scooters with lots of added features, 
like a better fuel efficient engine & attractive metallic colors etc. 
With the easing of recession, the sales of company picked up a 
level of about 5000 scocters to 20000 scooters per month. During 
the year ended 30/09/94 the company has achieved a remarkable 
turnaround by earning a net profit of Rs. 2640 lacks as compared 
to net loss of 607 lacs during the year has improved further 
and the company has earned a net profit of Rs. 30.84 crores during 
the period ended on 30.09.1995. The turnover of the company 
has also gone up from Rs. 345.39 crores during 1993-94 to Rs. 
512.28 crores during 1994-95. 
The company from a mere 7 percent market share in 1991-
92. has today made significant stridies and commands an impressive 
market share of about 23 per cent. The existing plant capacity is 
fully utilised and the company debottlenecking the plant at various 
levels to reach a production capacity of over 2.50.000 vechicles 
per annum in the first phase, which will be further increased in 
3,00,000 vehicles per annum during the current year. 
From the beginning of 1996, the company proposes to launch 
new models of vehicles providing an increased choice with better 
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performance and aesthetics to customers. The company's marketing 
and distribution network which comprises approx. 350 dealers, is 
also being upgraded to the level of world class show rooms and 
the overall network is being strengthened by increase of service 
and spare parts distribution. The distribution network is supported 
by 21 stock yards and 11 Regional officers. 
Recently company launched the diversification-cum-expansion 
project involving a capital expenditure of Rs. 204 crores as 
appraised by IFCI, which will be funded by term loans from Banks 
and Financial institutions, Lease finance and increase in share 
capital through public & rights issue and interest accruals. This will 
increase the production capaicity of the plant to 6.00,000 vehicles 
and the turnover would cross Rs. 1400 crores. This will enable 
the company of cater to the increasing demand for its products 
in the expanding market. 
The project will be implemented at the existing site which 
covers 75 acres of land, including additional land of about 49000 
sqr. meters acquired for this purpose. The plant layout is being 
revamped for more easir. more efficient and smooth material 
management for the wide range of Products, which will be 
manufdctured. Upon completion the companyis likely to become 
the largest scooter manufacturing plant in the world LML employes 
about 7000 employees inwhich 1000 are officers, h has a seperate 
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Industrial Electronics Unit to manufacture Auto Electronics 
Components for captive consumption. 
The corporate mission of the company is to become a very 
significant player in the two wheeler industry and to increase the 
networth of sharehodcrs equity. 
Operations: 
Project and its Funding: 
The expansion -cum-diversification project involving an outlay 
of Rs. 204 crores, will scale up the capacity of the plant to 
6000.000 vehicles per annum. This would enable the company to 
offer a very wide ranee of products to cater to the fast emerging 
consumer segments.This project will be funded with a combinatioin 
of capital, debt, internal accruals, leasing etc. Upon completion, 
the gross block turnaround would corss Rs. 1400 crores. 
Industrial: 
While we have been consistently improving the manufacturing 
facilties. this is being further strengthened with a more rationalized 
layout of the plant and processes in order to set up a world class 
facility. During the current year, the company would install about 
750 component manufacturing machinery and process equipment. 
Ancillarisation: 
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To take care of the rast expanding need of bought-out 
components, the ancillary net work in and around Kanpur is being 
expanded, anew ancilUaries are bieng established to enhance 
capacity for a wide range of products. To ensure efficiency and 
cost effectiveness, these are being located as close to the plant 
as possible. 
Marketing & Sales: 
The company achieved a significant increase in its sales from 
157455 scooters inthe previous year, to 227700 scooters in the 
current year, surpassing the growth rate of the industry. The present 
constraints are expected to decrease during the current year with 
progressive expansion. An additional 200 world class show rooms 
would be operational by the end of 1996 and a large part of 
the network would be connected throughout an integrated 
computer system for the first time n India for more efficient 
distribution and a quick consumer feedback. The company will add 
a host of products to its range, including vehicles in 2 stroke and 
4 stroke engines, having geared/ combination of metal and plastic 
bodies. 
Research and Development: 
Since the growth in future years would be determined by the 
quantum of research and development, the company is making 
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substantial investments inthis area, including installation of 
laboratories and testing equipment, prototype production machinery 
etc. Contemporary technology is being assimilated and adapted 
to Indian need and conditions. 
Qualitif Assurance: 
While cost efficiency and a comprehensive product line will 
ensure the company's leadership in the market, it will be quality, 
which will determine the rate and potential of its growth. Keeping 
this in mind, quality standards and processes are being revamped 
incorporating most modern day methods to ensure international 
levels of quality. 
Human Resource Development: 
The company is strengthenting its human resource 
development department with a special emaphasis on the area of 
in house training and participationin organised workshop, for all 
levels and cadres. 
Exports: 
Until now, there has been a constraint on exports primarily 
due to limitation of capacity and the company being able to offer 
only a single product in the export marekt. With the completion 
of the expansion project when a variety of new models would be 
added to the production line, the company would have a range 
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of products to offer as well as would not be constrained by 
capacity. The company aims to export about 15% of its production 
by way of components, assemblies and finished vehicles inthe global 
market. 
2 . J.K. Jute Mills Co. Ltd. (Jute Division): 
J.K. Jute Mills, Co. Ltd., Public Limited Company was 
incorporated 7.2.1931, Commencing buisness from 7.2.1931. It 
falls inthe Private sector. The name of the business House/Group 
to which the concern belong to and the list of other companies 
in the same group is J.K. Group. The Regd. Office of J.K. Group 
is Kamla Tower, Kanpur and Controlling Office (Head Office) Kamla 
Tower. Kanpur. 
The other conerns of J.K. Organisation is the following:-
a. Manufacturing Companies: 
i. J.K. Synthetic Companies 
ii. J.K. Cotton Spg. & Wvg. Mills company Ltd. 
b . Investment Companies: 
i. J.K. Traders Ltd. 
ii. J.K. Capital Finance Ltd. 
iii. J.K. Investment Ltd. 
3 . Kanpur Plastipack Limited: 
Registered Office & Works of Kanpur Plastipack Ltd is D-
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19/20, Panki Industrial Area, Kanpur-208 022 
Objectives and Activities: 
Manufacture of fabric, sacks and paper lined bags, jute, 
Bituminised bags etc. 
Capital: 
Authorised Equity (Rs. 10 per sh.) Rs. 5,00,00,000 
Paid up: Equity (Rs. 10 per sh.) Rs. 3,19,72000 
4 . J.K. Synthetics Limited (1943): 
Registered Office of J.K. Synthetic Ltd. is Kamla Tower, 
Kanpur-208 001 and the Works office is at Kota, Jhalawar, Kanpur, 
Nimbahera. Gotan. Bamania, New Delhi. 
Objects and Activities: 
Nylon Filament Yarn, Polyesters filament yarn. Polyester staple 
fibre. Nylon tyrecord. frey cement, white cement etc. 
M/s J.K. Satoh Agricultural Machines Ltd.. M/s Jaykay Tech Ltd. 
arc the subsidiary companies. 
5. Kothari Products Limited: 
Register Office of Kothari Products Ltd. is at Pan Parag House. 
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24/19, The Mall, Kanpur 208 001. 
Objects and Activities: 
Manufacture and sale of Pan masala & Gutkha, Zarda and 
Coconut oil. 
Capital: 
Authorised equity (Rs. 10 per sh4 Rs. 11,00,00,000 
Paid up: equity (10 per sh.) Rs. 5,00,00,000 
6. Duncans Industries Ltd. (Fertiliser Division) 
Panki, Kanpur. 
The company was incorporated on 30th July, 1993 as Chand 
Chhap Fertilizers and Chemicals Ltd. (CCFCL) and took over from 
ICI India Ltd its fertilizer Business as a going concern with effect 
from 11th December, 1993. 
Utility And Significance of the Study: 
In presenting capital budgeting of large industries of Kanpur, 
the Research Scholar is well aware of its utility and significance. 
The plethora of existing literature on the topic is scanty and 
inadequate to resolve the problem of 21st century. The world is 
turning the point of homogenous political and economic systems 
with global trading and financial institutions. The world is 
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segmented into market for investments. The number of the 
corporations is getting smaller. The problem is not supply of natural 
resources or the size of the market. The real problem is 
management of capital budgeting for project in new market for 
ever higher profit. 
Conclusion 
The objective of the thesis is implementation of capital 
budgeting with new parameters by fusing together the divergent 
perceptions of management of MNCs and suppliers of funds. The 
new approach and hypothesis make the study significant 
contribution to the existing stock of knowledge in changing socio-
economic global mileiu. 
The forthcoming chapter entitled "Cost of Capital Budgeting" 
brings forth the incisive analysis of the cost of equity capital, loans 
and overall cost of capital and impact on the value of share of 
the firm. 
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Chapter - III 
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KANPUR 
BR - III 
COST ANALYSIS OF CAPITAL FOR 
CAPITAL BUDGETING OF LARGE 
INDUSTRIES OF KANPUR 
The cost of capital has implied equity and loans. The 
equity is the cushion for the industries to fall back upon 
the time of financial crisis. The equity base has shown its 
growing tendency during the preceding years 1990-97 
(Table-1) 1990-91 equity capital amount to Rs. 32 crore . 
It increased to Rs. 86 crore in 1991-92 mainly in the wake 
of establishment of some new units of automobile industries 
and expansion of Textile units . The equity base further 
expanded marginally to the tune of Rs. 87 crore following 
hike in the maintenance cost of Jute units. In 1993-94 . 
J.K. Group of industries and LML Automobiles undertook 
into a big way the projects of updating their technology. 
It resulted in the expansion of equity capital to the extent 
of Rs. 160 crore. Almost invariably all the major units 
under reference in large industries began to lay emphasis 
on the management of information. The computerisation of 
office management and workshops for designing latitude, 
higher expenditure, which were met largely out of the 
owners fund i.e. equity which now touched Rs. 170 crore 
approximately. The next two consecutive years ending 
77 
1996-97 witnessed wavering trend. The last year of the 
study is conspicuous by the whopping decline in the equity 
base. The equity capital plummeted as low as Rs. 119 crore. 
It is the reflection on the policy of the management to 
scrap second rated plant and machinery specially in the 
Jute units and automobile industries which are prone to 
highly competit ive global market. 
The cost of equity is negligible. It is less than the cost 
of loans. It is a strange phenomenon where the investors 
have not pressed the management for raising the internal 
rate of return. The cost of discernible from directors 
reports for various years in which it is observed that the 
dividend will be paid out of the profits next year. Taking 
the reported dividends payable out of profit for the next 
year the Research scholar has worked the explicit cost in 
Table-1. For the year 1990-91 the explicit cost of equity 
has been (-15) per cent for the industry as a whole. In 
1991-92 it was less than 1 per cent i.e. 0 .04 per cent. 
The cost of equity further declined in 1992-93 to touch the 
lowest 0.02 per cent. In 1993-94 the cost of equity 
increased to 1 per cent . The year 1994-95 is marked by 
further increase in the cost of equity to touch 2 per cent 
which remained unchanged in 1995-96L^(g3Sl^'yteac 1996-
97 in which year, the equity bas^fip^gist^^cj a slnfe^e 
"9.,,, . ,M„K;B«».VV^' 
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Table-1 
Cost of Equity of Large Industries of Kanpur 
(1990-97) 
Years 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Divideod 
170.82 
37.92 
22.68 
195.68 
321.45 
372.81 
62.34 
Equity 
Ciipit:d(R&) 
3191.69 
8685.74 
8698.01 
16091.41 
17009.98 
17511.49 
11851.44 
Cost of 
EqiityD/E 
0.0535 
0.0043 
0.0026 
0.0121 
0.0189 
0.0212 
0.0052 
(Rs. in Lacs) 
Ke 
(•/•) 
5.00 
0.04 
0.02 
1.00 
2.00 
2.00 
0.05 
Ke 1.4% 
Note: 
1. The data of equity and dividend represent 6 large industries 
of Kanpur, viz., Kanpur Plastipack, LML Ltd., J.K. Syn-
thetic, J.K. Jute Mills, Kothari Products, Ltd. and Duncans 
Industries Ltd. 
2. Ke = (Implicit cost of equity) 20% 
3. D = Dividend 
E = Equity Capital 
D/E= Cost of Equity 
Source; Compiled and Worked Out by the Research Scholar 
fromthe Annual Reports of the Selected Large Industries of 
Kanpur ( U P ) . 
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decline in the cost of equity- to the extent of 0 .05 per 
cent. The average of cost of equity {Ke=D/E) is 1.4 per 
cent. 
The Research Scholar has made a logical analysis to 
compute implicit cost on the opportunity cost i.e. the 
interest obtainable on 10 years Government bonds and 10 
years fixed deposits with the nationalised Commercial 
Banks. In 1991 the yield on 10 year Government bond 
was 12 per cent and fixed deposit it was 2 0 per cent. 
The Ke should not be less than 20 per cent. The impact 
of low Ke on the value of equity shares and value of the 
firm is the subject-matter of the succeeding chapters . 
Cost of Loans (kd) 
Large Industries of Kanpur have liberally made use of 
loan to finance their projects. The long term loans have 
kept rising in successive years since 1990-91 (Table-2). 
The loans stood at Rs. 134 crore (Table-2) for which the 
industries paid interest charges of Rs. 18 crore 
approximately The cost of loan comes to 13 per cent 
approximately In 1991-92, the loans soared to Rs. 774 
crores involving interst charges of Rs. 106 crore with a 
rate of 14 per cent per annum. The Large Industries of 
Kanpur further incurred long term loans of Rs. 776 crores 
so 
Table-2 
Cost of Loans of Large Industries of Kanpur 
(1990-97) 
(Rs. in Lacs) 
Yean Interest 
Rate 
(IR)C/«) 
Loans 
(L) 
Interest 
Charges 
(IRxL/100)(R) 
Cost of Loan 
R/L(kd) 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
12.75 
13.65 
11.35 
18.25 
19.31 
14.21 
13.24 
13378.89 
77430.00 
77636.15 
92249.18 
102501.44 
73168.90 
73387.50 
1705.81 
10569.20 
8811.70 
16835.48 
19793.03 
10397.3 
9716.51 
0.128 
0.137 
0.113 
0.183 
0.193 
0.142 
0.132 
13% 
14% 
11% 
18% 
19% 
14% 
13% 
Kd 14.6% 
Note: 
IR refers to "Mean" rate of interest 
Kd = Cost of Loans 
IR= Interest Rate 
R = Interest Charges 
L= Loans 
Source: Compiled and Worked Out by the Research Scholar 
fromthe Annual Reports of the Selected Large Industries of 
Kanpur (U.P.). 
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on which it paid interest of Rs. 88 crorc. The rate of 
interest was moderate more than the previous year e g 
11 per cent The easy money market encouraged the Large 
Industries of Kanpur to resort to higher financial leverage 
by inducting increased amount of loans of Rs. 922 crore 
Strangely enough, the higher loan was taken at steeply high 
rate of interest of 18 per cent . 
It saddled the industry with a whopping amount of 
interest charges of Rs. 168 crores . The money supply for 
the Large Industries of Kanpur was not easier in 1994-95 . 
Pressed for funds the industreis raised loans at a higher 
rate of interest of 19 per cent . The total amount of loan 
in the year stood at Rs. 103 crore approximately The 
interest charges for the year 198 cores It seems the 
industry was taking loan to satisfy its mandatory financial 
obligations In 1995-96 the industry shelled out rhe loans 
to reduce it to Rs. 732 core with an interest charge of 
Rs 104 cores The fiscal management policy seems to be 
geared to make good of the easy money conditions since 
the interest charges were paid at the rate of 14 per cent 
with the net saving of 5 per cent over the year [ 9 per 
cent for 1994-95 and 14 per cent for 1995-96) In the 
concluding year of the study. 1996-97 . the rate ot interest 
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was 13 per cent The industry made a wise decisions to 
raise the fund at cheaper rate to reduce the cost of loans 
The interest charges paid in the year were 972 crore 
approximately 
Overa l l Cost of Capita l ( K o = D + l / L + E ) of Large 
I n d u s t r i e s : 
Looking at the compositon of capital, the equity loan 
-ratio is very heavy (Table-3). For instance equity is 24 per 
cent as compared with 76 per cent of the loan The equity 
as ratio to loan has declined to 2 per cent in the year 
1 9 9 4 - 9 5 . The costlier loan is largely responsible for high 
average cost of capital (Ko), e.q. 13 per cent When 
implicit cost is considered, ko rises to 18 per cent In both 
the cases the large industries of Kanpur is bearing very 
high overall cost of capital 
Impact of Cost of Capi ta l on Value of Large 
Indus tr i e s of Kanpur: 
The capitalised value of the large industries has shown 
wavering trend (Table -4) The initial two year have been 
marked by erosion of equity by Rs 32 crores m the year 
1990-91 and by Rs 87 crores in the succeeding year 
1991-92 In both the years, the large industries have 
8 3 
Table-3 
Overall Cost of Large Industries of Kanpur 
(1990-97) 
(Rs. in Lacs) 
Years Dividend Interest 
Charges 
Equity 
(E) 
Loans 
(L) 
Overall Cost 
of Capital i.e. 
(D+R)/(E+L) 
1000-0] 
l o o i - o : 
10Q2-Q3 
10Q3-O4 
1QQ4-05 
1005-06 
1006-07 
]'0 82 
; - Q i 
: : 68 
105 68 
32! 45 
3^2 81 
62 34 
1705 81 
1056O 20 
8811 70 
16835 48 
10703 03 
10307 30 
0716 51 
3101 60 
(0 24) 
8685 74 
( O i l ) 
8608 01 
(0 1 1 1 
16001 01 
(0 17) 
17000 08 
( 0 0 2 ) 
17511 40 
(0 24) 
11851 44 
(0 16) 
133"8 SO 
Ml " 6 1 
" 4 3 U OU 
,') 80i 
" 6 3 6 15 
,U SOi 
02240 18 
tO 83) 
102501 44 
( 0 0 8 ) 
"3168 Q() 
i(-i " 6 , 
"338" 50 
lU 84i 
I) 1)05 
(l%i 
0 123 
(12%) 
0 102 
(1(1%' 
u 15" 
(16%) 
0 168 
(l"%i 
(I IJO 
(12%i 
0 115 
112%) 
Total 
Ko 
Implicit Cost 
830393 600560.95 
13% 
18% 
Note: 
1. Refers to "Mean" rate of interest of large industries of 
Kanpur. 
2 Ki = E.xpiicit cost of Equity. (Dividend declared) 
3. Ke= Implicit cost of Equity. 
4 Ko= Overall Average Cost of Capital 
Source Compiled and Worked Out by the Research Scholar fromthe Annual 
Reports of the Selected large Industries of Kanpur (U P.) 
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Table-4 
Impact of Cost of Capital on Value of the Large 
Industries of Kanpur 
(1990-97) 
(Rs. in Lacs) 
Vean 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Net Profit 
-263 13 
-4209.86 
4862.57 
30105.03 
8916 16 
160 56 
1843.37 
Overall 
Cost of 
Capital (Ko) 
00.095 
0.123 
0.102 
0.157 
0 168 
0 119 
0.115 
N.P.X 100/18 
-1461 8 
-23388.1 
+27014.3 
+167250.2 
+4978 7 
+8946.8 
10140.9 
Equity 
- 3 1 9 1 0 9 
-8685.74 
8698 01 
16091.41 
17009 98 
17511 49 
11851 44 
ko - Overal l Cost of Capital = IS^o (.Assumed) 
Source Compiled and Worked Out bv the Research Scholar from the Annual 
Repoits o f the Selected large Industries of Kanpur (U P ) 
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suffered losses. Since 1992-93 . the large industries of 
Knapur have turned the corner. In all the years under 
reference large industries have made profits in substantial 
accretion to the value of equity shares . The value of equity 
shares began to increase for Rs. 0 .87 crore in the 1992-
93 . to Rs. 119 crores in the last year of the study. 1996-
97 The industries have posted record high value in 1995-
96 by Rs 175 crores. 
Cost Equity of LML Limited, Knapur-. 
LML Ltd Kanpur is the proved addition to Large 
Industries of Kanpur which ventured out in automobile 
industry with total new technology right from the beginning 
it had a comfortable equity base with steady track 
peformance. In the initial years of the study under 
reference (Tale - 5). LML Ltd equity capital amounted to 
Rs 28 crores and explicit cost of equity was 0 .03 per cent 
Low dividend is largely due to huge plough back of profit 
for growth of the industry in the future. In 1991-92. the 
responses of capital market to new issue of LML Ltd vt.as 
highly ecouraged. The pace of gorwth in equity kept up 
so much so that in 1996-97 the LML Ltd. Kanpur had equity 
capital of Rs 42 crore involving explicit cost of 0 Olper 
cent. 
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Table-5 
Cost of Equity of LML Ltd., Kanpur 
(1990-97) 
(Rs. in Lacs) 
Years 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
DevideDd 
0.86 
1.34 
0.05 
3.47 
105.20 
84.06 
62.34 
Equity 
Capital 
2845.17 
3832.84 
3841.89 
4135,22 
4143.95 
4143.95 
4143.95 
Cost of Equity 
D/E 
0.0003022 
0.0003496 
0.000013 
0.0008391 
0.0253864 
0.0202849 
0.0150436 
D= Dividend 
E = Eqiiits 
D/E = Cost of Equity 
Source Compiled and Woiked Out bv the Research Scholar from the .Annual 
Reports o f the Selected Large Industries of Kanpur ( U P ) 
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Cost of Loans « LML Ltd.-. 
LML Ltd is no-exception to large industries of Kanpur 
in financial leverage. The industry has resorted to the loan 
quite liberally because of easy access to the money market 
and favourable terms and conditions With the exception 
of the period 1992-93 (Table-6) and 1993-94 the LML ltd 
has distinguished itself by keeping the cost of loan between 
2 per cent and 7 per cent. 
Overal l Cost of Capital of LML Ltd.: 
The overall cost of capital of LML Ltd (Table-7) is below 
the average overall cost of capital for the large industries 
as a whole under reference, i.e. 9 per cent for LML Ltd 
as against 13 per cent for large industries of Kanpur It 
is attributable to judicious combining equity with loan. The 
equity loan ratio has varied between 1:6 and l:less than 
1 during the period under review The capital structure of 
LML Ltd. is highly flexibile which has been changing 
according to the dictates of capital and money market. 
It reflects enlightened financial management of LML 
Ltd. while making long term investment in projects during 
1990-91 and 1996 -97 . The focus is minimum cost (Ko) and 
maximum value of the equity shares. 
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Table-6 
Cost of Loans of LML Ltd., Kanpur 
(1990-97) 
Years Interest 
Charges 
(R) 
Loans 
(L) 
(Rs . in Lacs) 
Cost of Loans 
R/L (kd) 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
413.45 
647.64 
1298.70 
905 66 
906.88 
0^8.91 
5'6 04 
11820.32 
8721.84 
8502.40 
7144.21 
9717.48 
15295.10 
19656 16 
0.0349779 
0.0742549 
0.1527451 
0.1267683 
0.0933246 
0.0463488 
0.0293058 
R= Interest Charges 
L= Loans 
R/L(Rd) = Cost of Loans 
Source Compiled and Worked Out by the Research Scholar from the Annual 
Reports of the Selected Large Industries of Kanpur (U P.). 
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Tablc-7 
Overall Cost of Capital of LML Limited, 
Kanpur (1990-97) 
(Rs . in Lacs) 
Years 
1090-01 
iQ9I-Q2 
1QQ2-Q3 
1093-94 
1994-95 
1995-96 
1006-97 
ko 
Dividend 
(D) 
086 
I 34 
005 
3,47 
105.20 
84.06 
62.34 
Interest 
(R) 
413.45 
647.64 
1298.70 
905.66 
906.88 
708.91 
576.04 
Equity 
(E) 
174647 
(0.15) 
2845.17 
(033) 
3832.84 
(0.45) 
3841.89 
(0.54) 
4135 22 
(0.43) 
4143.95 
(0.27) 
4143 95 
(0.21) 
Loans 
(L) 
11820 32 
(0.85) 
8721.84 
(0.67) 
8502.40 
(055) 
7144.21 
(0.46) 
9717.48 
(0.57) 
15295 10 
(073) 
19656.16 
(079) 
Overall Cost 
of Capital i.e. 
(D+R)/(E+L) 
0.0305385 
0 0561061 
0.1052877 
0.0827527 
0.0730500 
0.322-652 
0 0268225 
0 09 (or 9%) 
R = Interest Charges 
Source : Compiled and Worked Out by the Research Scholar fromthe .\nnual 
Reports of the Selected large Industries of Kanpur (U.P.) 
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Impact of Cost of Capital on Value of Firm - LML Ltd.: 
The capital value of the equity share is presented in 
Table-8. The LML Ltd has posted constant addition to the 
value of equity shares of a varying amounts . In the last 
year of the study the firm has gained net value of Rs. 3 
Lakh inspite of rough shods in the automobile markets. 
J.K. J u t e Mills Company Ltd. - Kanpur: 
JK Jute Mills Company Ltd. is a well established firm. 
It has not undertaken any major capital budgeting as 
discernible constant equity capital base {Table-9) of Rs. 90 
lakh till 1995-96. The major capital budgeting has been 
done in the last year of the study under review i.e. 1996-
97 with a sharp increase in the equity cpaital to Rs. 562 
lakh. The cost of equtiy has been varying within the band 
of 8 per cent and 12 per cent during 1990-91 and 1995-
96. In 1996-97 the cost of equity has thinned out to 2 per 
cent. 
Cost of Loan - J.K. Jute Mil ls Co. Ltd: 
The conservative policy of J.K. Jute Mills is visible 
from constant level of loans. The loans have always been 
between Rs. 502 lakh and Rs. 7 8 5 lakhs. (Table-10). The 
cost of loans has varied between 12per cent in 1995-96 
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Table-8 
Impact of Cost of Capital on Value of the Firm 
ofLMLLtd. 
(1990-97) 
(Rs. in Lacs) 
Yean Net Profit Overall 
Cost of 
Capital (Oc) 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
168.59 
(3480.98) 
(607.02) 
2640.41 
3084.10 
1730.85 
2029.54 
0.0305385 
0.0561061 
0.1052877 
0.0827527 
0.0730500 
0.3227652 
0.0268225 
Source Compiled and Worked Out by the Research Scholar from the Annual 
Reports of the Selected large Industries of Kanpur (U P ) 
92 
Tablc-9 
Cost of Equity of J.K. Jute Mills Co. Ltd., 
Kanpur 
(1990-97) 
(Rs. in Lacs) 
Yen 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Devidends 
6.99 
7.67 
8.36 
9.04 
9.72 
10.40 
11.09 
Equity 
Capital 
90.28 
90.28 
90.28 
90.28 
90.28 
90.28 
561.96 
Cost of Equity 
D/E 
0.078 
0.085 
0.093 
0.100 
0.108 
0.115 
0.020 
Source- Compiled and Worked Out by the Research Scholar from the Annual 
Reports of the Selected Large Industries of Kanpur ( U P ) . 
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Table-10 
Cost of Loans of J.K. Jute Mills Co. Ltd., 
Kanpur 
(1990-97) 
(Rs . in Lacs) 
Years 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 • 
1996-97 
Interest 
Charges(R) 
73.52 
96.10 
90.52 
84.81 
102.65 
91.50 
108.02 
Loans 
(L) 
502.17 
571.781 
41345 
505.30 
558.82 
785.33 
627 42 
Cost of Loans 
R/L 
0.1464046 
0.1855893 
0.2189382 
0.1678408 
0.1836906 
0.1165115 
0.1721653 
R = Interest Charges 
L = Loans 
Kd R/L= Cost of loans 
Source Compiled and Worked Out by the Research Scholar from the Annual 
Reports of the Selected Large Industries of Kanpur (U P ) 
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and 22 per cent in 1992-93 . The cost of loans is hiyher 
than LML Ltd. The constant levels of loans seems to 
originate from working capital requirements more than the 
loans for long term investment. Financing of working 
capital with long term loans is costilier and unproductive. 
Table -11 presents analysis as regards overall cost of 
J.K. Jute Mills. Yearly-break - up of overall cost shows that 
it has reached higher water-mark in 1992-93 viz. 20 per 
cent. In 1 9 9 6 - 9 7 , it was lowest at 10 per cent . The average 
« 
over all cost (ko) is 15 per cent . The high average overall 
cost of capital is culminating effect of high leverage. 
Table -12 reveals the impact of cost of capital onthe 
value of the firm of J.K. Jute Mills Co. Ltd. The firm has 
sufferred huge erosion in its value because of negative 
earnings. The losses have varied between Rs. 194 lakh and 
Rs. 432 lakhs. The equity base is shrinking because of 
the losses in the value of the equity shares. The firm 
reliance on loan emanates from its compulsions of eroding 
market value of the equity. 
Table-13 presents a composite picture of cost of equity 
of large industries of Kanpur in contrast with LML and 
J.K. Jute Mills. For the industry as whole, pay out ratio 
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Table-11 
Overall Cost of Capital of J.K. Jute Mills Co. 
Ltd., Kanpur 
(1990-97) 
(Rs. in Lacs) 
Years ^Dividend Interest 
Proposed not (R) 
paid on account of 
Loss 
Equity 
(E) 
Loans 
(L) 
Overall Cost 
of Capital i.e. 
(D+R)/(E+L) 
l^QO-Ql 6.99 73.52 90.28 502.17 0.136 
1991-92 7.67 96.10 90.28 517.81 0.171 
1992-93 8.36 90.52 90.28 413.45 0.196 
1993-94 9.043 84.81 90.28 505.30 0.158 
1994-95 9.72 102.65 90.28 558.82 0.173 
1995-96 10.40 91.50 90.28 785.33 0.116 
1996-97 
ko 
11.09 108.02 561.96 627.42 0.100 
0.15 
\ote: 
I The figures represent proposed dividend. However, due to continuous losses, the 
dividend has not been paid. 
Source: Compiled and Worked Out by the Research Scholar firomthe Aanual 
Reports of the Selected large Industries of Kanpur (U.P.). 
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Table-12 
Impact of Cost of Capital on Value of the Firm 
of J.K. Jute Mills Co. Ltd. 
(1990-97) 
(R$. in Lacs) 
Yean Net Profit/ Overall 
Loss Cost of 
Capital (Oc) 
1990-91 (-431.72 0.136 
1991-92 (-403.65) 0.171 
1992-93 (-239.33) 0.196 
1993-94 (-296.33) 0.158 
1994-95 (-194.45) 0.173 
1995-96 (-420.58) 0.116 
1996-97 (-305.82) 0.100 
Source Compiled and Worked Out by the Research Scholar from the .\nnual 
Reports of the Selected Large Industries of Kanpur ( U P ) . 
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Table-13 
A Comparative Picture of Cost of Equity of 
Large Industries of Kanpur and LML Ltd. & 
J.K. Jute Mills Co. Ltd. 
(1990-97) 
( R s . in Lacs) 
Ycsn 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Large Industries 
of 
t f 
Average(D/E)= 
Kanpur(D/E) 
0.0528 
0.0043 
0.0026 
0.0121 
0.0189 
0.0212 
0.0052 
0.022 
LML Ltd. 
(D/E) 
0.0003022 
0.003496 
0.000013 
0.0008391 
0.0253864 
0.0202849 
0.150436 
0.032 
J.K. Jute Mills 
(D/E) 
0.0008495 
0.0007742 
0.000926 
0.0010013 
0.0010766 
0.011519 
0.001973 
0.0032 
Note 
The data of equity and dividends represent cost of equity of six large 
industries of Kanpur. LML Ltd. and JK Jute Mills Co. Ltd. 
Source Compiled and Worked Out by the Research Scholar from the Annual 
Reports of the Selected Large Industries of Kanpur ( U P ) . 
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was 2 per cent as against 3 per cen t for LML Ltd. 
and less than 1 per cent for J.K. Jute Mills during the 
period under review . It shows that the prospec t of J.K. 
Jute Mills have contributed little by way of Net Peresent 
Value (NPV) of the firm's net worth. LML Ltd. has 
performed bet ter than the industry as a whole and its 
counter part J.K. Jute Mills, its payout ra t io is 3 per cent 
during t 3 period under review. 
Table-14 makes a comparative analysis of the cost of 
loans of Large Industries of Kanpur vis-a-vis LML Ltd and 
J.K. Jute Mills during the period under reference . The large 
industries of Kanpur have raised the loan at an average 
cost of 15 per cnet per annum whiich is exceeded by J.K. 
Jute Mills with a cost of loans of 16 per cent . LML Ltd. 
has got ah access to the money market for easy loan at 
low rate of interest i.e. 8 per cent an averge. It shows 
that large industries of Kanpur in general and J.K. Jute 
Mills in particular are not considered favourably as risk free 
borrowers for project financing. Of course, LML Ltd. makes 
the best of loan contract with least cost . 
The impact of high cost of capital on large 
industries, LML Ltd and J.K. Jute Mills have been shown 
in Table-15. The capitalised value of large industries is Rs. 
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36700 Idkh after discounting negative earning in the initial 
years of the period under review. There are two divergent 
trends of the large firms with LML Ltd having the 
capitalised value of Rs. 1183 .3 lakh with a net loss of 
the capitalised value of Rs. 1464 .3 lakh in case of J.K. 
Jute Mills. The inference can be drawn from the analytical 
facts that large industries of Kanpur are not making 
success in capital budgeting. The only exception to the rule 
is the LML Ltd which has made subs t an t i a l gains in the 
capital budegting for its automobile projects. The J .K.Jute 
Mills are story of miserable failure in poor capital bugeting 
for doubtful projects. The projects have not focussed on 
moderanisation of the plants . Large amount of investment 
has gone into land and buildings, computerisat ion of office 
management and non factory buidling. 
Table -16 presents comparative statistical picture as 
regards the over all cost of capital. The financing of 
projects involves high average cost. The earnings do not 
justify the high cost of financing. It leaves the large 
industries with small amount of Net Present Value (NPV) 
as shown in the preceeding table. The overall cost of 
capital for J.K. Jute Mills, have wiped out the entire amount 
of Net Present Value (NPV). J.K. Jute Mills have on the 
other hand sufferred erosion in the value of its equity 
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shares and networth. LML Ltd has tapped cheaper source 
of financing of the project. The effecive and economical 
financing of projects has yielded substantial gains, of NPV 
on completion of the projects. The LML Ltd has kept the 
financial leverage within reasonable limits. 
Table-17. 18 and 19 present significant ratios of large 
industries. LML Ltd. and J.K. Jute Mills Ltd for the period 
under reference Table-20 furnishes informationa as regards 
the comparative ratio analysis of large industries. LML Ltd. 
and J.K. Jute Mills for the period under review. In the first 
instance Large Industries are maintaining a high level of 
working capital as revealed by current ra t ios . It may be 
taken as single most important factor for low return from 
projects, for instance, current assets to current liabilities 
has varied between 2:1 in 1991 and 3.32 in 1993-94 . On 
average, the ratio does not seem to have been less than 
3 : 1 . It should have diverted huge amounts from capital 
budget to unproductive ends. The high current ratio is the 
lone point of conservative policies of large industries of 
Kanpur. The norm of current ratio is exceeded by J.K. 
Jute Mills which has maintained as high current ratio 
as 5:1 in 1994-195 , the average for J.K. Jute Mills has 
been 4 : 1 . In contrast , LML Ltd. has maintained a normal 
current ratio at 3 : 1 . In the opinion of the Research scholar, 
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Table-17 
Ratio Analysis of Large Industries of Kanpur 
(1990-97) 
( in per cent) 
Yc» 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Current Ratio 
2 34 
2 76 
2.59 
3 32 
3 19 
3 07 
3 18 
Filed Assets 
to Network 
Ratio 
2.89 
8.85 
9.00 
6.77 
6.31 
6.49 
4.84 
Fixed Assets 
to Profit 
Ratio 
-0.029 
-0.055 
0.062 
0.28 
0.0083 
0.0014 
0.032 
Profit to 
Sales 
Ratio 
-0.0107 
-0.0374 
0.0323 
0.1662 
0.0036 
0.0008 
0.0114 
Source Compiled and Worked Out by the Research Scholar from the Annual 
Report of the Selected large Industries of Kanpur (U P ) 
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Table-18 
Ratio Analysis of LML Ltd., Kanpur 
(1990-97) 
(in per cent) 
Yean 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Current 
Ratio 
2.67 
2.87 
2.89 
2.94 
2.86 
2.76 
2.93 
Profit 
Sales Ratio 
+0.0078 
-0.1673 
-0.0233 
0.0762 
0.0515 
0.0279 
0.271 
Fixed 
Assets to 
Networth Ratio 
2.61 
1.79 
1.60 
1.30 
1.42 
2.37 
4.14 
Source Compiled and Worked Out by the Research Scholar from the Annual 
Reports of the Selected Large Industries of Kanpur (U P ) 
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Table-19 
Ratio Analysis of JK Jute Mills Co. Ltd., 
Kanpur 
(1990-97) 
(in per cent) 
Yean 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Current 
Ratio 
• 
3.96 
4.71 
4.43 
3.94 
4.54 
3.86 
3.96 
Profit 
Sales Ratio 
-0.1543 
-0.1258 
-0.0858 
-0.1003 
-0.0880 
-0.1999 
-0.0807 
Fixed 
Assets to 
Networth Ratio 
13.97 
13.18 
12.32 
37.49 
36.67 
35.02 
5.65 
Source Compiled and Worked Out by the Research Scholar from the .Annual 
Reports of the Selected Large Industries of Kanpur (U.P.) 
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capital budgeting should be for building up the fixed assets 
rather than the current assets . Net Present Value (NPV) is 
the attribute of pricing policy of large industris. In the 
initial years, the large industries have not covered the 
variable cost and suffered short term losses. In subsequent 
years from 1992-93 to 1996-97 , negligible profit margin 
has been fixed for their operat ions. The year 1993 and 
1995 are remarkably exceptional with profit margin of 17 
per cent . In the remaining years the profit margin has 
never exceded 3 per cent of the sales. 
The large industries of Kanpur have financed fixed 
assets from its internal resources consisting of equity and 
reserves in the ratio 3:1 in 1 9 9 1 . The owner 's funds (Net 
worth and equity) were used to finance fixed assets of 
projects substantially in 1993-94 as much as 7 : 1 . In other 
words. Large Industries of Kanpur were not able to 
generate internal resources to finance the capital budget. 
C o n c l u s i o n : 
To sum up.it may be inferred that panoramic view of 
the capital budgeting of large industries of Kanpur makes 
a dismal reading. The cost of equity is high with explicit 
cost of 1.4 per cent and implicit cost of 20per cent. It does 
not fulfil the quity holders expectat ions. The main reliance 
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of large industries of Kanpur for capital budgeting has made 
it suffer heavy cost of loan (kd.) i.e. ISper cent. The cost 
of equtiy and cost of loans both have given a high over 
all cost of capital of 13 per cent. The impact of high over 
all cost of capital is the reduced value of equity in the 
market. It does not conform to the ideal goal of capital 
budgeitng to maximise the owner 's wealth. The pay out 
ratio for large industries does not justify the mode of 
financing of projects. Most of the earnings have been 
retained while cost of capital is greater than rate of return. 
The retent ion policy to finance projects is justified when 
rate of return is greater than cost of capital. 
The ratio analysis brings into sharp focus the impact 
of capital budgeting on financial status of large industries 
of Kanpur. Large Industries have not been able to generate 
internal resources to finance the projects. The profit 
margin is thin and most of the funds meant for projects 
have gone into current assets. As a result the rate of 
return has been adversely affected. 
There are two extreme examples of large industries of 
Kanpur. LML Ltd. which is a successful venture and aon 
the other hand, J.K. Jute Mills which is an unsuccessful 
firm. LML Ltd has made substantial gains in Net Present 
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Value (NPV) because of low cost of financing the proejcts, 
successful! generation of internal resources and judicious 
application of financial leverage. On the same counts, J.K. 
Jute Mills has faltered. It has resorted to heavy borrowings, 
allowed erosion inthe value of equity shares and generated 
little internal resources to finance the projects. It has 
followed conservative policy to build up high level Current 
Assets. 
The succeeding chapter has thrown light on the risk-
return analysis for capital budgeting of large industries of 
Kanpur — with special focus on LML Ltd. and J.K. Jute 
Mills. 
Chapter - IV 
RISK-RETURN ANALYSIS FOR CAPITAL 
BUDGETING IN LARGE INDUSTRIES OF 
KANPUR 
OF€A.I>TrE:Ft - 1\7 
RISK-RETURN ANALYSIS FOR CAPITAL 
BUDGETING IN LARGE INDUSTRIES 
OF KANPUR 
Risk analysis of large industries of Kanpur is 
circumscribed by the risk aversion of management . The 
fixed parameters of risk overtime is terms of investment 
is calculated by working of the returns as the rate of 
recovery of funds employed. Of course, discounting factor 
has been determined by the Research Scholar in light of 
industries norm for overall cost and the implicit cost for 
the expected rate of return. The dicussion precedes with 
the analysis of investment, rate of return and the degree 
of risk as shown by fluctuations in rate of re turn. 
The Magni tude of Risk: 
In Table-1 investment of large industries of Kanpur has 
grown fivefold during the period of study (1990-91 - 1996-
97) In the concluding year of the study the long term 
investment stood at Rs. 852 crore approximately. This is 
the magnitutde of risk with the supplier of funds have 
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Table-1 
Investment Analysis of Large Industries of 
Kanpur (U.P.) (1990-97) 
(Rs. in Lacs) 
Years 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Investment 
16570.58 
86115.01 
86334.2 
108340.5 
119511.4 
90680.4 
85238.9 
Growth(%) 
100 
5.19 
5.21 
6.53 
7.21 
5.47 
5.14 
Note: 
rile (.lata represent total investment of six large industries ot kanpur viz 
1 K.inpui f'lastipack I til ( Manutactrer ot fabrics Sacks and paper lined bag) 
2 I MI l td (Production ot crimpins; 
machines, assembly, twisting) 
^ IK Sviithetics I Id (Nylone Filament yarn, trey 
cement, white cement) 
4 Kothaii product (Manulaclurer & .Sales ot 
Pan Masala. (iutka & (oLonut Oil) 
"^  ' K 'ule Mills fc> [ td (Jute and Its products) 
(^ DuiK.ms Industiies 1 td (Fertiliser) 
.Source Compiled and Worked Out by the Research Scholar tromthe Annual Report ot 
ilu-lespective indnidual Industries ol Kanpur (I' P ) 
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assumed. The standard rate (IRR) for large industries as a 
whole was 14 per cent as against the expected rate of 
return of 20 per cent. The average comes to 16 per cent 
for the period under review. It is clear that the management 
has fixed a low and easily attainable IRR to avoid criticism 
at the ends of the equity holders. The Research Scholar 
assumes a degree of risk of 2 per cent which is the short 
fall beween the standard IRR (ko) and expected rate of 
return i .e. 16 per cent = (ko^). 
Table-1 shows a continuous growth in invesment as a 
result of capital budgeting for financing new pr,ojects. The 
response of the suppliers of funds has been positive to 
assume risk of 2 per cent. 
In Table - 2, the different categories of funds for long 
term investmen reveals greater growth of fixed charge 
funds (Loans). In other words, for equity holders, large 
industries of Kanpur are very risky. The equity capital has 
not expanded as much as the loans. The suppliers of long 
term loans are not ready to assume risk from operations 
of large industries. The periods of disinvestment are far and 
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Table-2 
Long Term Investment of large Industries of 
Kanpur 
(1990-97) 
Years 
1990-91 
1991-92 
Equity 
(E)' 
3191.69 
8685.74 
Loan 
(L) 
13378.89 
77430.00 
Working 
Capital 
(WC) 
996.07 
1 105.5 
(Rs. in Lacs) 
Long Term 
Investment 
(E+L-WC) 
15573.61 
85010.24 
1992-93 8698.01 77636.15 (1304.84) 85029.32 
1993-94 16091.41 92249.18 1147.49 107193.1 
lc)c)4.Q5 17009.98 102501.44 6602.94 112908.48 
1995-96 17511.49 73168.90 13984.92 104665.3! 
1996-97 11851.44 73387.50 11502.86 73736.08 
Note: 
I The data represent equity loan, working capital and long 
term investment of six large industries of Kanpur as given 
in table no. 1. 
Sourit ('niiipilcil ami Worked Out h\ ilu- Research Sdudar trtmithe .Annual Reports 
1)1 ilie respecliu" individual llldu^[nes o| Kanpur (I' I' ) 
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between as illustrated by the dip in long term investment 
in the concluding year of the study under reference. 
The reasons are not far to seek for the decline in the 
Long Term Investments in the last year of the period. The 
higher risk beyond 2 per cent is the plausible explaination 
to the slippage in long term investments. 
Table -3 is an attempt of the Research Scholar to pin 
point the degree of riks involved in the opera t ions of large 
industries of Kanpur. In this Table-6 units have been 
depicted holding investments of varying amounts . The LML 
Ltd. tops the list, of long term investments followed by J.K. 
Synthetic and J.K. Jute Mills. The fastest growth of 
investment in LML Ltd. is capital budgeting for expansion 
fo automobile industries with latest technologies . J.K. 
Synthetics and J.K. Jute Mills are matured firms. The 
investment is made by them largely for replacement of 
old plants and acquision of land for expansion inthe future. 
The new comers are Kothari Products Ltd. and Duncun 
Industries Ltd. The capital budgeting by them is at a slow 
pace largely to expand the capacity. 
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Table-3 
Components of Long Term Investment of Large 
Industries of Kanpur 
(1990-97) 
(Rs. in Lacs) 
Kanpur 
Plastipaek 
Ltd. 
LML 
Ltd. 
JK 
Synthetics 
Ltd. 
Kothari 
Production 
Ltd. 
JKJut* 
Mills Ltd. 
Duncans 
Ind. Ltd. 
1990-91 
1991-92 
1992-93 
1993-94 
'994-95 
1995-96 
1996-97 
516 28 
519.36 
455.28 
409 61 
594 20 
566 55 
.. 
8261.67 
7437.96 
6844.36 
6136.78 
5356.52 
5901.14 
9805.29 
" 
60271.81 
70633.63 
66924.20 
63643.82 
65401.92 
--
-
486.36 
572.68 
586.82 
544.95 
.. 
1257.31 
1186.19 
1108.63 
3337.64 
3264.06 
3168.91 
3120.37 
--
-
-
10682.68 
11364.02 
11810.77 
12924.15 
Sole: 
Component refer to Land, Factory Building, Non-factory 
Building. Railway Siding, Plant and Machinery. Comput-
ers and Furniture and Vehicle and Cycles. 
Source: Compiled and Worked dut by the Research Sch«)lar tromthe Annual Reports 
ot the respective individual Industries ut Kanpur (If.P.). 
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The degree of risk lies in the automobile works of LML 
Ltd. The LML Ltd. of Kanpur works with equity loan ratio 
of 1:4 for capital budgeting. The conventional view of risk 
of investors is discernible from the heavy financial leverage 
which the equity holders percieve as a damper. Probably 
for that reason alone, the last three years of study have 
been the years of no change (Table-4). The entire amount 
of capital budgeting has been done by taping borrowings. 
The working capital in case of LML Ltd. has been 
kept to the minimum. In the concluding years of the study 
the working capital was for less than the previous years 
(1995-96). It is a healthy attitude of the management to 
show better performance by raising IRR. The risk is 
nevertheless is less then 2 percent in case of LML ltd. 
because of narrower gap between expected rate of return 
of 16 percent and the IRR. of 15 .3 percent . 
Table-5 furter furnishes analytical view of large 
industrieas for capital budgeting for various types of 
projects viz. Land, Building Plant & Machinery etc. The 
major part of the capital budgeting is done for the 
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TabIe-4 
Long Term Investment of LML Ltd. of Kanpur 
(1990-97) 
Years Equity 
(E)* 
1990-91 2845.17 
1991-92 3832 .84 
1992-93 3841.89 
1993-94 4135 .22 
1994-95 4143 .95 
1995-96 4 i 4 3 . 9 5 
1996-97 4143 .95 
Note: 
E = Equity 
L = Loan 
WC = Working Capi 
Loan 
(U 
11820.32 
8721.84 
8502.40 
1\AA.1\ 
9717.48 
15295.10 
19656.16 
i ta l 
Working 
Capital 
(WC) 
494.24 
505.80 
401.05 
744.94 
2966.14 
6575.05 
3649.72 
(Rs. in Lacs) 
Long Term 
Investment 
(E+L-WC) 
14665.49 
12048.88 
11943.24 
10543.20 
10895.29 
13364.00 
20150.23 
Source fimipileU and Wurkcd Oul by the Kiscarch Scliol.ir Iroinilu- AnnujI kt-porls 
ot llK respccluc individual Induslrifs «il Kanpur (I' I' ) 
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Table-5 
Components of Long Term Investment of 
LML Ltd. 
(1990-97) 
(Rs. in Lacs) 
Vtars l a n d ' B u i l d i n g P tM E lec t r i c Future t O f f i c e Veti icles l o u i 
I n s l a l l a l i e n F u r n i t u r e s E q u i p m e n t 
1990-91 315 69 1524 36 5978 52 256 99 -- 150 47 35 54 8262 67 
1991-92 315.69 1536.79 512657 239.44 - 18012 3965 7437 96 
1992-93 31569 1626.22 4452 31 21024 176 06 3024 3360 6844.36 
1993-94 31569 1635 84 3014 19 135.70 178.87 3318 43 03 5356 52 
1994-95 552 97 2054 50 2724 76 126.03 24515 54 81 142 92 590114 
1995-96 600 21 4073 46 4200 59 259 76 323 25 105 55 242 47 9805 29 
1996-97 739 67 567148 8505 47 1383.21 377 82 134 72 37103 17183 40 
Source ("i>mp]lc-cJ and WDrked Out hy l lu -Rfs furch Scholar Iroimlii-Attiiual Kfporls 
4)1 tlu" r f s p e t l i v e individual Induslr ies 1)1 Kaiipur d ' I' i 
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constrution of land and building and installation plant and 
machinery approximately 80 percent in the concluding year 
of the study. Financing of other types of infrastructure is 
marginal. It is a proof that large industries of Kanpur have 
been making a serious effort to keep the degree of risks 
under control by utilising long-term funds for productive 
purposes . 
Table-6 spells out the sources of risks in the methods 
of finaning projects . The equity debt ratio in the concluding 
year of the study is 1:1 approximately. It is strange that 
a mature firm like J.K Jute mills has used funds for building 
up current assets . The capital budgeting is minimal perhaps 
for maintenance , repairing and to some extent replacement. 
After taking out the working capital, there is disinvestment. 
The management is putting into reverse gear its capital 
budgeting to reduce the degree of risks which ag^in 
corroborates the conventional policy of the management viz 
safety at low return. However, our method of measuring 
risk shows J.K. Jute Mills is in the ' red' because of bigger 
gap between IRR and expected rate of return - 16 per cent 
as against 11 per cent. 
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Table-6 
Long Term Investment of JK Jute Mills 
Co. Ltd. 
(1990-97) 
Years 
1990-91 
1991-92 
1992-93 
1993-94 
Equity 
(E) 
90.28 
90.28 
90.28 
90.28 
Loan 
(L) 
502.17 
517.81 
413.95 
505.30 
Working 
Capital 
(WC) 
804.26 
826.61 
760.67 
816.82 
(Rs. in Lacs) 
Long Term 
Investment 
(E+L-WC) 
( - )211 .81 
(-)218.52 
(-) 152.58 
(-)221.24 
1994-95 90.28 558.82 833.90 (-)84.82 
1995-96 90.28 785.33 932.38 (-)56.77 
1996-97 561.96 627.42 1128.6 60.78 
Source (Dmpilcd .ind Wttrked Out by the Research Schi)lar trDinthe Annuul Reports 
()( the respective individual Industries of Kaiipur ( U P ) . 
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Tabl -7 furnishes insight into the types of the fixed 
assets built up by the management through successive 
capital budgeting . Investment in plant and machinery has 
grown generally by disposing off land and non factory 
building together with long term borrowings. 
In short, a company with a gap between IRR and 
expected rate of return can not expect to survive for long 
without the management raising IRR far beyond the rate 
of retrun with the supplier of funds ant ic ipate under the 
existing business milieu. 
Earnings of large industries of Kanpur have been 
fluctuating during the period under review. The risk is 
imputed to accounting rate of return in Table-8. The range 
of riskiness is from 112 :per cent to 95 per cent . The initial 
years of the study 1990-91 and 1991-92 are marked by 
excessive risk with a peak of 5 per cent in 1993-94 . The 
risk was again heightened to 99 per cent in the subsequent 
years. The table reveals the risk in terms of the pay back 
period which is calculated on the basis of recovery of the 
capital invested in the projects inthe successive years under 
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Table-7 
Components of Long-Term Investment of J.K. 
Jute Mills Co. Ltd. 
(1990-97) 
(Rs. in Lacs) 
Ytars L a n 0 B u i > 1 n g P tM E lect r ic Future S Ofdce V e h i c l e s t o t a l 
I n s t a l l a d o n F u r n i t u r e s E q u i p a e n t t Cycle 
1990-91 144 38 9172 8194 123 928 44 4 26 5 29 1257 31 
1991-92 144 38 39 50 78 33 7 8 863 95 4 89 4 42 1186 19 
1992-93 143 20 33 DO 74 53 3 3 80114 4 36 2 02 1108 82 
1993-94 8063 5i"25 50341 2 44 1502 79 3 36 152 3337 64 
•994-95 80 63 505 47 498 45 2 38 1447 03 3 45 9 2 3264 06 
1995-96 80 63 453 33 493 49 2 32 1385 13 7 •» 7 4 3138 91 
1996-97 80 63 48190 48123 2 26 1340 32 7 94 3 4 3120 37 
S o u r c e ( i i m p i l L d and W u r k e d O u t by the R e s e a r c h S c h n l a r t r o i n t h e A n n u a l R e p o r t s 
111 ihe respcL i n e i n d i v i d u a l i n d u s t r i e s ot Kai ipur ( I ' F' ) 
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Table-8 
Return Analysis of Large Industries of Kanpur 
(1990-97) 
(Rs. in Lacs) 
Years Profit/Loss 
l 'n>lM' l Kvv 
Ri" = -i R i s k i n e s s 
( ' - 1 
1990-91 (-263.13) -0.2527 100.2527 
1991-92 (-4209.86) -12 2336 112 2336 
1992-93 4862.57 3.0288 96.9712 
1993-94 30105.03 4.7461 95.2539 
1994-95 896.16 0.0872 99.9128 
1995-96 160.56 0.0159 99.9841 
1996-97 1843.37 0 1359 99.864 1 
Av.A.R. = (-) 0.7% 
\'ote: 
Larjic Indu.sirie.s lor ihe working ol ihe return incluijo the .same indu.s-
ines As eniimcialed in Tahle - 1 . 
Source- Compiled And compuied Irom ihe .AnniKil Report ol Niimenuis 
Large Stale Industries ol Kanpui. 
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review. The fermula adopted to measure risk is: 
(1-AR) C 1 
C H- (l-AR) 2 
C= Investment 
AR= Accounting Rate of Return 
The hypothesis of pay back period is expressed in 
terms of equation number two. It gives the result that the 
investors are assuming risk of unnecessarily great 
magnitude. 
Risk involved in investment of LML Ltd., though quite 
high, is far less than the risk of other Large Industries of 
Kanpur (Table-9). The solitary exception to otherwise 
declining trend of riskiness is the year 1 9 9 0 - 9 1 . 1991-92 
whereas Accounting Rate of Return (ARR) was negative and 
riskiness 110 per cent . LML Ltd has maintained to keep 
the riskiness below 100 per cent throughout the period 
of study. Nevertheless, the degree of risk is quite high in 
automobile industry of Kanpur. 
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Table-10 
Return Analysis of J.K. Jute Mills Co. Ltd., 
Kanpur 
(1990-97) 
(Rs. in Lacs) 
Years 
1990-91 
1991-92 
1992-93 
1993-94 
19c;4-95 
1995-96 
1996-97 
Profit/Loss 
(-431.72) 
(-403.65) 
(-239.85) 
(296.33) 
(-194.45) 
(-420.58) 
(-395.82) 
In\e»tmenl 
143.813 
-141.230 
-124.50 
-130.27 
-119.86 
-142.960 
-140.430 
Av.A.R. 
Riskine.ss 
('7) 
-43.87 3 
-41.230 
-24.50 
-30.27 
-19.862 
-42.60 
-40.431 
=(-) 3 1 % 
Source: Worked out by the Re.search Scholar from the variou.s year.s 
Annual Report.s of J.K. Jute Mill.s Co. Ltd., Kanpur. 
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Table-9 
Return Analysis of LML Ltd., Kanpur 
(1990-97) 
(Rs. in Lacs) 
Years 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Profit/Loss 
168.59 
(3480.98) 
(607.02) 
2640.41 
3084.10 
1730.85 
2029 54 
A>.A.R. 
F^otit/Lo.s.'c 
ROI -
Investmfnt 
(%) 
0.1636 
(-)10.4171 
-1.8122 
2.203 
1.630 
2.120 
4.950 
Ri^kint*^^ 
{%) 
99.83 
1 10 4171 
1 I I .8122 
97.79 
9.V 3 70 
97.880 
9 5.050 
= (-) 0.42% 
AR = Acciuiniins! Raio nl Reiurn. 
.Source: Compiled And computed from the Annual RepiMis ot the LML 
Limiied. Kanpur. 
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J.K. Jute Mills (Tablel-10) has shown negative 
Accounting Rate of Return (ARR). The invesment in J.K. 
Mills is exposed to very high degree of risk with erosion 
of the value of equity shares from 120 per cent to 144 
per cent during the period under review. 
Table-11 makes intra industry review of riskiness. For 
the industry as a whole the riskiness is 0.9 which is 
exceeded by J.K. Jute Mills and LML Ltd. J.K. Jute Mills 
involves the risk 1.3 and LML Ltd. has riskiness of 1.02. 
Comparing LML Ltd with J.K. Jute Mills, investment in 
LML Ltd is safer than J.K. Jute mills. 
Table-12 sets out the facts and figures about financing 
the projects and its division between current assets and 
fixed asset during the period under review . 
Account ing Rate of Return 
The Accounting Rate of Return (ARR) is traditionally 
the measure of efficiency of management in conducting 
business operations deployment of funds and utilisation of 
asset . Table-1 shows yearly break up of investment with 
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growth t r e n d s for e x p a n s i o n m o d e r n i s a t i o n and 
replacement purposes . 
Large Industries of Kanpur have combined both equity 
and loans . The capital budgeting during the peirod under 
reveiw has been diverted more to build up working capital 
than long term investment as evident from Table-2. 
Table-3 makes analytical study of six large industries 
of Kanpur during the period under reference. LML Ltd. 
has the l ion 's share in investment followed by J.K. Mills 
Ltd., Duncans and Kothari Products Ltd. have joined the 
group as late as 1 9 9 2 - 9 3 . 
The analysis of methods of financing of capital 
budgeting of two leading industries of Kanpur, LML Ltd. 
and J.K. Jute Mills show equity debt ratio on the high side. 
The working capital also constitutes quite a substantial part 
of the additional investment. The study does not include 
working capital because capital budegeting is concerned 
with long term investments and fixed assets (Table-4). 
132 
The nature of the assets acquired for projects by LML 
Ltd and J.K. Jute Mills have revealed different policies. 
LML Ltd has earmarked most of the capital to expand 
productive capacity by installing plant and machinery. On 
the other hand, J.K. Jute Mills, has made investment in 
unproductive form like land and construction of non-factory 
building (Tables- 5.6 & 7). 
The large amount of additional investments in Non 
Performing Assets (NPAs) has depressed the profitability 
and heightened the riskiness (Table-8). The Accounting 
Average Rate of Return (AAROR) is (-) 0.7 per cent The 
LML Ltd. has performed above average for large industries 
of Kanpur as a whole - Accounting Average Rate of Return 
is (-) 0 .42 per cent for the period under review (Table-9) 
J.K. Jute Mills performance in terms of profitability is 
highly dismal with an average of (-) 31 per cent (Table-
10). It may be a case of fast erosion of equity if the 
industry does not make a change in the composition of 
its fixed asse ts . Table -11 sets out the figures in composite 
tabular form consisting of investment and growth trends 
of LML Ltd. LML Ltd. is only generat ing force of growth. 
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Table-13 
Intra Industry Comparison of Return of Large 
Industries, LML Ltd. & J.K. Jute Mills Co. Ltd 
(1990-97) 
YMS 
1990-91 
1991-92 
Profit/Lose 
Larg* 
IndustriasLtd. 
(-263 13) 
(-4209 861 
Profit/Lost 
LML Ltd. 
168 59 
(3480 98) 
Profit/Locc 
J.K. JutiCo. 
Ltd. 
(-437 72) 
(-403 65) 
ROI 
(LSI) 
Ltd. 
-0 257 
-12 2336 
ROI 
(LML) 
-01636 
-10 471 
(Rs. in Lacs) 
ROI 
(JKM) 
-43 873 
-41230 
1992-93 4862 57 (607 02) (-239 85) 3 0288 18122 -24 50 
1993-S4 30105 03 2640 41 (-296 33) 4 7461 2i03 -30 27 
1994-95 896 16 3084 10 (-194 45) 0 0872 1630 19862 
1995-96 160 56 1730 85 (-420 58) 0 0159 2120 -42 960 
1996-97 1343 37 2029 54 (-305 82) 0 1359 4950 -40 431 
Note: 
LI = Large Industries 
LML = Lohia Machine Ltd. 
JKM = Jhuggi Lai Kamlapath Mills (Jute) 
Source (DrnpileJ and Worked Out hy the Research .Scholar trointhe Annual Reports 
ol the respecti\e individual Industries ot Kan pur ( U P ) 
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Table -12 gives a panoramic view of financing and split 
of investment between working capital and fixed capital. 
It clearly indicates of large industries main reliance on 
financial leverage, more diversion of funds to working 
capital with the result of slow growth in productive 
capacity. 
Table-13 gives a condensed view of profit and 
profitability of the large industries of Kanpur. The profit 
and profitability both have been receding over the period 
of study. 
C o n c l u s i o n : 
In fine, large industries of Kanpur are highly risky and 
suffer from traditional philosophy of investment. The 
aggressive management of the modern large industries of 
Kanpur does not bother about equity base. As a result . 
the degree of riskiness has crossed all safe bonds for 
equity holders and financial institutions. It is a case for 
restructuring capital, making capital budgeting for 
maximum return at low cost and minimum risk. 
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The next chapter entitled " Study of Net Present Value 
(NPV) of large industries of Kanpur", has highlighted the 
impact of capital budgeting on net present value of large 
industries of Kanpur with special reference to LML Ltd. and 
J.K. Jute Mills. Company. 
Chapter - V 
NET PRESENT VALUE (NPV) AND CAPITAL 
BUDGETING OF LARGE INDUSTRIES 
OFKANPUR 
- \ / 
NET PRESENT VALUE (NPV)AND CAPITAL 
BUDGETING OF LARGE INDUSTRIES OF 
KANPUR 
In selecting Net Present Value{NPV) method as a 
measure of contribution of the project of large industries 
of Kanpur. the Research Scholar has made an objective 
assessment of different methods viz. ' the traditional 
methods and the modern methods. Net Present 
Value{NPV) method is invariably recommended by all the 
authors of financial management for evaluation of projects 
for capital budgeting.. The Net Present Value(NPV) method 
takes into consideration the time value of money the risk 
perception of investors and the philosophy of the 
management for long term investment. The Net Present 
\/alue(NPV) method is also in conformity with the main 
objective of capital budgeting - maximization of the owner's 
wealth. Following is the formulation of Net Present 
Value(NPV) methods: 
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Profit X 1/K„ - C 
K = overall cost of capital i.e. anticipated rate of 
o 
return. 
C = Cost of Project. 
K, has been varied to accommodate change in the 
value of money over time a constant rate. The K^ is 
inclusive of time adjusted rate. 
The Research Scholar has set out in Table-1 the rate 
of return of large industries of Kanpur to compute profit 
equity rat io. The Profit Equity ratio is positive for all the 
years under review except the initial two years of the 
period. The profit equity ratio is small due to large number 
of equity shares and wavering growth in profitability. 
The Research Scholar has computed the net present 
value by converting it at time adjusted anticipated rate of 
return (K ). The large industries have been loosing net 
present value in most of the years of period under review 
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Table-1 
Rate of Return of Selected Large Industries of 
Kanpur 
(1990-97) 
Year Profit Investment Equity Profit 
"Investment 
(Rs. in lacs) 
Profit 
Equity 
lyyo-yi (-263.13 1040.89 3191.69 -0.527932 -0.082422 
1991-92 
1992-9 "< 
1993-94 
1994-95 
(-4209.86. 3441.12 8685.74 -1.2233981 
4862.5"; 1605.41 8698.01 3.0288649 
3()l05.<^ ^ 6343.15 16091.41 4.7460693 
896.60 10275.01 17009.98 0.0872174 
-0.4846863 
0.5590439 
1.8709223 
0.0526843 
1995-96 160.56 10067.17 17511.49 0.0159488 0.0091688 
1996-97 1843.3' 13563.48 11851.44 0.1359068 0.1555363 
r= return 
Nine; 
Source:-
The data represent pmfit investment and equity oi MX large industries (if 
Kanpur viz. M/s Kanpur Plastipack. LML Ltd.. J.K. Synthetics, Kothari 
Pruducts L:J., J.K. Jute Mills Co. Ltd. and Duncans Industries. Ltd. 
Compiled .md workd out trom the Annual Repim ot Various Indu.stries 
under RetVr.^ 'nce. 
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baring 1 9 9 2 - 9 3 , 1993- 94 and 1996-97 (Table -2). The 
reason for negative Net Present Value (NPV) lies in 
escalated cost of projects and high anticipated rate of 
return. 
The market value of shares of large industries of 
Kanpur is calculated (Table-3) on the basis of net present 
value which reflects the investors perceptions in the stock 
market. Net Present Value per share has been negative 
in the initial two years and inthe years 1994-95 and 1995-
96 . The net present value per share has shown divergent 
trends both negative and positive. 
The veracity of the analysis has been checked in Table-
4 by comparing the market value with book value. The 
market response does not support the book value. The 
shares are over valued. 
Table-5 is an attempt of the Research Scholar to 
determine the decline in the value of shareholder 's stock 
in aggregate during the period under reference. The wealth 
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Table-2 
Value of the Firm of Large Industries of Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
1990-91 
1991-92 
1992-93 
199V94 
1994-95 
1995-9fi 
1996-97 
Net Profit 
(-2(y\m 
(-42()9.S6) 
4X62.57 
•^ 0105.03 
X96.6() 
160.56 
1843.^7 
Equity Investment 
3191.69 
8685.74 
8698.01 
16091.41 
17009.98 
17511.49 
11851.44 
SPV= 
(NetProfitxl/Ko)-C 
(-)4653.49 
(-)32073.85 
1X316.3 
151159.02 
(-) 12031.3 
(-) 16619.5 
65841.3 
Note: NPV = (Net Profit x l/K )-C 
K = ()verall Cost of Capital 
C = Total equity Investment 
18'^ (Assumed) 
Source:- Compiled and vvorkd t)ut from the Annual Reports of Various Industries 
under Reference. 
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Table-3 
Impact on Net Present Value of Large Industries of 
Kanpur 
(1990-97) 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
No. of 
Equit> Share 
7941.S3 
91X5/74 
919S.()1 
15169.41 
17()(ty.9X 
9371.72 
9X54.K4 
Net Present Value 
(-)4653.5 
(-)32()73.9 
18316.3 
151159.02 
(-) 12031.3 
{-) 16619.5 
65K41.3 
(Rs. in lacs) 
Value of the Share 
NPV 
No.of Share 
(-)0.59 
(-)2.95 
1.99 
9.96 
( - )0 .7( ) 
(-)1.7S 
6.6K 
Source:- Compiled and workd out from the Annual Reports ol \'ari<Hi,s Industries 
under Reference. 
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Table - 4 
Market Value and Book Value of Large Industries of 
Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
1990-91 
1991-92 
1992-9^ 
199V94 
1994-95 
1995-96 
1996-97 
Book Value or 
Face Value 
79418.30 
91X57.40 
919K0.10 
151f)94.10 
17()()99.S0 
.91717.20 
9S54S.4() 
Real or Market 
Value 
26207.95 
42162.55 
4K657.47 
^01112.78 
8845.20 
1593.19 
18428.55 
Note: 1. At 1 () per cent Rate of Return iLssumed. 
2. Market Value = Net Profit (PAIT)/No. of Equity Shares= EPS 
= EPS X 11)0/10 = Market Value of Shares 
Source:- Compiled and workd out from the Annual ReporLs of Various Industries 
iiiKli.'r Reference. 
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Table-S 
Value of Shareholders Wealth of Large Industries of 
Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
1990-91 
1991-92 
1992-9^ 
1993-94 
1994-95 
1995-96 
1996-97 
Book Value 
79418.3 
91857.40 
91980.1 
151694.1 
170099.8 
93717.2 
.98548.4 
Market 
Value 
26207.95 
42162.55 
48657.47 
301112.78 
8845.20 
1593.19 
18428.55 
Comparison 
(-)53210.35 
(-)49694.85 
(-)43322.63 
149418.68 
(-)161254.6 
{-)92124.()1 
(-)80119.85 
Source:- Compiled aiid wurked out fnim the Annual Rep«)rt.s of Various Indu.strie.s 
under Rctercnce. 
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of the share holders has been shrinking over the period 
under review except 1993-94. It is yet another reason 
for restructuring the equity capital of large industries of 
Kanpur. 
The impact of capital budgeting on net worth of large 
industries of Kanpur has been presented in Table-6 for the 
period under review. The large industries have been 
generating internal resources to finance projects in a bid 
to reduce reliance on borrowings. However, the growth of 
net worth is divergent having both ups and downs. The net 
worth is not justified by the industries rate of return which 
is far below the expected rate of re turn. 
The Research Scholar has made analysis of net present 
value firm wise by setting out the facts of rate of return 
of LML Ltd in Table -7 , value of LML Ltd. in Table-8 
their impact on net present value of LML Ltd. in Table 
-9. Comparison of book value and market value of equity 
share of LML Ltd. in Table-10 and the impact of net 
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Table-6 
Net Worth of Large Industries of Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
1990-Ql 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Equity 
3191.69 
8685.74 
8698.01 
16091.41 
17009.98 
17511.49 
11851.44 
Reserves 
22245.07 
25211.98 
20622.14 
29817.68 
31780.25 
13271.55 
12786.42 
NetWorth= 
(Equity+Reserve) 
25436.76 
33897.72 
29320.15 
45909.09 
48790-.23 
30783.04 
24637.86 
Source:- Compiled mid worked out from the Annual Report.s of Various Industries 
under Reference. 
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Table-7 
Rate of Return of LML Ltd., Kanpur 
(1990-97) 
Year Profit Investment Equity Profit 
"^ Investment 
(Rs. in lacs) 
Profit 
^ Equity 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
I6S.59 1030.71 2845.17 0.0337728 0.0122347 
(-)348().98 334.16 
(-)6()7.02 
2640.41 
3084.10 
17^0.85 
2029.54 
334.95 
198.75 
1891.85 
816.54 
410.06 
3832.84 (-)0.(K)23342 (-)0.(H)()2()35 
3841.89 (-) 1.181221 
4135.22 0.220229 
4143.95 0.0005285 
4143.95 0.0211992 
4143.95 0.0495049 
(-)0.0015799 
0.0220229 
0.0163015 
0.0041771 
0.0048987 
Source:- Compiled and wcirkedout by the Research .Scholar from the Anuual Reports 
ot LML Ltd. of Kanpur. 
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Table-8 
Value of the Firm of LML Ltd., Kanpur 
(1990-97) 
(Rs. in lacs) 
Equity/ NPV = (Profit Xl/K„)-C Year Net Profit 
Investment 
i99{)-gi 
19^1-92 
1992-93 
199V94 
1994-95 
1995-96 
1996-97 
168.59 
(-)34S().9X 
(-)6()7.()2 
2640.41 
30X4.10 
17^0.X5 
2029.54 
2X45.17 
38.32.X4 
3841.89 
4135.22 
4143.95 
4143.95 
4143.95 
(-) 1908.56 
(-)23171.61 
(-)7214.22 
10533.72 
129X9.93 
5471.XX 
7101.27 
Source:- Compiled and worked out by the Re.search Scholar from the Anuual Reports 
of LML Ltd. of Kanpur. 
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Table-9 
Impact On Net Present Value of LML Ltd., Kanpur 
(1990-97) 
Year 
1990-91 
1991-92 
1992-9.^ 
1993-94 
1994-95 
1995-96 
1996-97 
No. of Equity 
Share 
(No. in lacs) 
15.36 
15.36 
15.36 
15.36 
15.36 
15.36 
15.36 
NI>V 
(Rs. in lacs) 
(-) 1908.56 
(-)2317i.61 
{-)7214.22 
10533.72 
129X9.93 
5471.8X 
7101.27 
Value of the Share = 
NPV/No. of Share 
(-) 124.26 
(-) 1508.57 
(-)469.67 
685.79 
845.70 
356.24 
462.32 
Source:- Compiled and worked out by the Re.search Scholar from the Anuual Reports 
ot LML Ltd. of Kanpur. 
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Table-10 
Market Value And Book Value of LML Ltd., Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
19^0-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Book Value 
or Face Value 
153.60 
153.60 
153.60 
153.60 
153.60 
153.60 
153.60 
Real or Market 
Value 
109.7 
226.62 
395.19 
171.90 
200.7S 
n2.6X 
132.13 
Note : EPS = Pro/ii/No. of Equity .Share 
Market Value = 100/10 x EPS 
At IO'/( Rale ot Return A.ssumetl. 
Source:- Compiled and worked out hy the Research Scholar from the AnuualReport.s 
vil LML Lid. uf Kaiipur. 
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present value share holder 's wealth of LML Ltd in Table-
11 Net worth of LML Ltd is given in Table-12. 
As of rate of return LML has done exceedingly well 
as compared with large industries of Kanpur. However. Net 
Present Value{NPV)) of LML Ltd. has declined due to high 
cost of projects and sub-anticipated rate of return. Net 
Present Value(NPV) of LML Ltd has risen during the last 
phase of the period under review since 1993-94. It indicates 
that LML Ltd. is not loosing sight of investors attitude to 
capital gain and dividends. However, the market value of 
its shares is not at par with book value. The value of the 
share holders has aggandised as a result of rising net 
present value except the initial year and last two years of 
the period under reference. LML Ltd. has been driven hard 
to widen its net worth base which is absolutely 
indispensable for the confidence of the investors in the 
company. The net worth has been rising for a better part 
of the period. 
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Table-ll 
Value of Shareholder's Wealth of LML Ltd., Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Book Value 
or Face Value 
153.60 
15v6() 
153.60 
153.60 
153.60 
15^60 
153.60 
Real or Market 
Value 
109.7 
226.62 
395.19 
171.90 
200.78 
112.68 
132.13 
Comparison 
(-)43.90 
116.92 
241.59 
17.30 
47.18 
(-)40.82 
(-)21.47 
Source:- Compiled and worked out by the Re.seurch Scholar fromtheAnuualRepon.s 
ol LML Lid. o\' Kanpur. 
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Table.l2 
Net Worth of LML Ltd., Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Equity 
2845.17 
3X32.84 
3841.89 
4135.22 
4143.95 
4143.95 
4143.95 
Reserve 
551.38 
551.38 
551.39 
551.46 
231.51 
931.51 
231.51 
Net Worth = 
(Equity+Reserve) 
3396.55 
4384.67 
4393.28 
4686.68 
4375.4^.., 
5075.46 
4375.46 
Source:- Compiled and worked out by the Re.search Scholar trom the Anuual Reports 
of LML Ltd. of Kanpur. 
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The Research Scholar has further proceeded to make 
analytical study of J.K. Jute Mills by set t ing out facts of 
return in Table-13, value of the firm in Table - 14, impact 
on net present value in Table-15, market value and book 
value in table - 16, value of share holders stock in table-
17 and net worth of J .K.Jute Mills in Table -18 . 
J.K. Jute Mills has not bothered about the effects of 
its operat ion on net present value. It has incurred losses 
during the period, lost value of the firm leading to huge 
erosion of net present value. Consequently, there is a wide 
disparity between market value and book value of its shares. 
The share holders have suffered capital losses as a result 
of fast eroding value of their stock in the stock exchange 
market. J.K. Jute Mills seems to take serious note of the 
poor performance of the projects in the last four years of 
the period under reference by building up the net worth. 
Thf> Research Scholar has drawn Table -19 to find out 
the status of LML Ltd, J.K. Jute Mills vis-a-vis large 
industries as a whole on the basis profit equity of LML 
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Table-13 
Rate of Return of J.K. Jute Mills Co. Ltd., Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
1990-91 
1991-92 
1992-9^ 
1993-94 
1994-95 
1995-96 
l99(S-97 
Profit/ 
Loss 
-)431.72 
-)4()3.65 
-)239.S5 
-)296.33 
-) 194.45 
-)42().5S 
-)395.X2 
Investment 
9.84 
9.79 
9.79 
9.79 
9.79 
9.79 
9.79 
Equity 
90.28 
90.28 
90.28 
90.28 
90.28 
90.28 
561.96 
Profit/Loss 
Investment 
(-)43.8739 
(-)41.2308 
{-)24.4994 
(-)30.2686 
(-)19.8624 
(-)44.2715 
(-)4().4310 
Profit/Loss 
Equity 
(-)4.7820 
(-)4.47I() 
(-)2.6567 
{-)3.2823 
.^..1538 
4.65S6 
0.69204 
Source:- Tom pi led and Computed hythe Research .Scholar fmm the AnuuaJ Repi^ rts 
of J.K. Jute Mills Co. of Kanpur. 
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Table-14 
Value of the Firm of J.K. Jute Mills Co. Ltd., 
Kanpur 
(1990-97) 
(Rs. in lacs) 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
Profit/Loss 
Investment 
(-)4.31.72 
(-)4()3.65 
(-)239.X5 
(-)296.33 
(-1196.45 
(-)420.5X 
(-)395.S2 
Equity/ 
(N .P ro f i t x l /K>C 
9().2X 
9().2S 
90.2S 
90.2S 
i^ )0.2S 
90.2X 
561.96 
NPV 
(-) 15813.41 
(-)2332.7X 
(-)422.7X 
{-) 1736.55 
(-)l 1X1.67 
(-)2426.X3 
(-)2770.96 
Source:- Coiiipik-J and Computed by the Re.search Scholar from the Anuual Reports 
oi j.K. .kite Mills Co. ofKaiipur. 
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Table-15 
Impact On Net Present Value of J.K. Jute Mills Co. 
Ltd., Kanpur 
(1990-97) 
(Rs. in lacs) 
Year No. of Equity Net Present Value of Shares= 
Share Value NPV/No. of Share 
1W()-41 
1991-^2 
1992-9^ 
1993-94 
1994-95 
1995-96 
199(S-97 
S.()4 
S.()4 
X.04 
S.()4 
S.()4 
S.()4 
59.19 
(-)15S13.41 
(-)2.V^0.78 
(-)422.78 
(-)17^(S.55 
(-)11S1.67 
(-)24:^.S.^ 
(-)2""ii.96 
(-) 1966.84 
(-)29().146 
52.584 
(-)1215.988 
(-) 146.973 
(-)3()1.844 
(-)344.64 
Source;- C> -mpilcd and Computed by the Re.se;uvh Scholar from the Anuual Reports 
o( J.K. Jute Mills Co. of Kanpur. 
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Table-16 
Market Value and Book Value of J.K. Jute Mills Co. 
Ltd., Kanpur 
(1990-97) 
Book Value 
or Face Value 
(Rs. in lacs) 
Real or Market Value Year 
1W()-91 
lW2-y3 
1WV94 
1^ )94-95 
984780 
979780 
979780 
979780 
979780 
979780 
1316975 
4384750 
1304435 
1685532 
1754922 
1093050 
511312 
Source:- ConipiloJ and Ccmipiited by the Research Sthclartronithe Annual Reports 
ot J.K. lull.' Mills Co. of Kanpur. 
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Table-17 
Value of Shareholders Wealth of J.K. Jute Mills Co. 
Ltd., Kanpur 
(1990-97) 
Real or Market Value 
(Rs. in lacs) 
Comparison Year Book Value 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
9847S() 
9797X0 
979~S0 
9797SO 
9797X0 
9797SO 
9797SO 
1316975 
4384750 
1304435 
1685532 
1754922 
1093050 
511312 
332195 
3404970 
324655 
705752 
775142 
113270 
(-)46X46S 
Source:- C'onipilL-d and Computed by the Research Scholar from the Anuual Reports 
ot J.K. Jute Mills Co. of Kanpur. 
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Table-18 
Net Worth of J.K. Jute Mills Co. Ltd., Kanpur 
(1990-97) 
(Rs. in iacs) 
Year 
[990-^)1 
l^^i-^il 
\992-9^ 
19^3-^4 
1944-1^ 5 
1995-% 
1996-97 
Equity 
90.28 
9().28 
90.28 
90.28 
90.28 
90.28 
561.96 
Reserves 
884.79 
850.64 
810.50 
3090.5.^ 
3024.06 
2952.75 
2864.03 
Net Worth = 
(Eqiiity+Reserve) 
975.07 
940.92 
900.78 
3180.81 
3114.34 
3043.03 
3425.99 
Source:- Compiled and Computed by the Research Scholar tromthe Annual ReporLs 
of J.K. Jute Mills Co. of Kanpur. 
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TabIe-19 
Rate of Return of Large Industries, LML Ltd. and 
J.K. Jute Mills Co. Ltd. of Kanpur 
(1990-97) 
YeaF Profit Investment Equity ^_ Profit 
Investment 
(Rs. in lacs) 
Profit 
r= Equity 
19^ )0-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
199fv97 
(-263.13) 1040.89 3191.69 -0.5279 
(-4209.86) 3441.12 8685.74 -1.2233 
4862.57 1605.41 8698.01 3.0289 
3()1()5.()3 6343.15 16091.41 4.7461 
896.60 10275.01 17009.98 0.0872 
160.56 10067.17 17511.69 ().()16() 
1843.37 1.3563.48 11851.44 0.1360 
-0.0824 
-0.4896 
0.5591 
1.8710 
0.5269 
0.0092 
0.1556 
A\.P/E 0.523 
(Table Contd. 
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Table-19Contd. 
LML Limited 
lyyo-yi l6X.5y I()3().71 2X45.17 0.()33X 0.0123 
iyyi-y2 (-)34X0.9X 334.16 3X32.X4 (-)0.0()23 (-)0.(H)02 
1W2-^ ^^  1-)6(I7.02 334.95 3X41.X9 (-)1.1812 (-)0.(K)16 
1993-94 2640.41 1198.75 4135.22 0.2202 0.0220 
1994-95 30X4.10 1891.85 4143.95 0.0005 0.01630 
1995-96 17^0.85 816.54 414^.95 0.0212 0.00418 
1996-97 2029.54 410.06 4143.95 0.0496 0.0049 
Av. P/E 0.008 
(Table Contd. 
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(Table-19 Contcl ) 
J.K. Jute Mills Co. Ltd. 
1990-4! 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
-)43[.72 9.84 9().2X (-)43.X739 (-)4.7X2() 
)4()3.65 9.79 9().2X (-)41.2308 (-)4.4710 
)239.S5 9.79 9().2S (-)24.4994 (-)2.6567 
•)296.33 9.79 90.2S (-)30.26X6 (-)3.2823 
)194.45 9.79 90.28 (-)19.8624 2.1538 
)420.58 9.79 90.28 (-)44.2715 4.6586 
•)395.82 9.79 561.96 (-)40.4310 0.6921 
Av. P/E (-) 1.099 
r = Re mm 
Note; The data represent pnifit inve.stnient and equity (if six large industries of 
Kanpur viz. M/s Kanpur Plastipack. LML Ltd., J.K. Synthetics. Kothari 
Products Ltd.. J.K. Jute Mills Co. Ltd. and Duncans Industries. Ltd. 
Source:- Compiled and worked out from the Annual Reports of Various Industries 
under Reference. 
163 
Ltd is positive and it is negative in the case of J.K. Jute 
Mills for large industries of Kanpur; profit equity is Rs. 
0 .523 . LML Ltd. has profit equity ratio of approximately 
Rs. 0.01 while J.K. Jute Mills has been loosing Rs. (-) 1.099 
per share: Performance of LML Ltd. below the large 
industries of Kanpur is attributable to large number of 
shares issued to raise huge equity capital for taking off 
in automobile industry. 
Since the period of study is teething period for LML 
Ltd.. it has not been able to make a good beginning in 
terms of profit equity rat io. 
The Net present value (NPV) comparative study of the 
value of the firm :n Table-20 reveals status of LML Ltd as 
a gainer in the last four years of the study in contrast with 
J.K. Jute Mills which has been loosing. The Large Industries 
of Kanpur have the divergent trend in the growth of the 
value. 
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Table-20 
Comparison of the Value of the Firm of Large 
Industries, LML Ltd. and J.K. Jute Mills Co. Ltd., 
Kanpur 
(1990-97) 
(R$. in lacs) 
Year NPV of NPV ot NPVofJ.K. 
Large Industries LML Ltd^ ^ Jute Mills 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
(-)4653.49 
(-)32()73.S5 
1X316.3 
151159.02 
(-) 12031.3 
(-)16619.5 
65X41.3 
(-) 1908.56 
(-)23171.61 
{-)7214.22 
10533.72 
12989.93 
5471.88 
7101.27 
(-) 15813.41 
(-)12332.78 
(-)422.78 
{-) 1736.55 
(-)1181.67 
{-)2426.X3 
(-)2770.96 
Source:- Coiiiputed and Workednut by the Research Scholar from the Annual Report. 
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Impact on net present value of large industries 
contrasted with LML Ltd and J.K. Jute Mills in Table - 21 
makes LML Ltd. a leader of large industries of Kanpur. 
Table-22 makes comparative enquiry into the market value 
and book value of large industries vis-a-vis LML Ltd. and 
J.K. Jute Mills. There have been capital losses to the share 
holders except marginal gains for equity holders of LML 
Ltd. The net worth of large industries, LML Ltd. and JK 
Jute Mills have been compared in Table - 2 3 . LML Ltd. has 
been making serious efforts to generate internal resources 
for capital budget. 
Table-24 shows the capital gains and losses of 
shareholders of large industries and its two main 
consti tuents viz- LML Ltd and J.K. Jute Mills. Huge capital 
losses have been suffered by equity holders of J.K. Jute 
Mills. The equity holders of LML Ltd. has made marginal 
gains. 
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Table-21 
Comparison of the Impact on NPV of Large 
Industries, LML Ltd. and J.K. Jute Mills Co. Ltd., 
Kanpur 
(1990-97) 
(Rs. in lacs) 
Year Large Industries LML Ltd. J.K. Jute Mills 
NPV/No. of Equity NPV/No. of Equity NPV/No. of Equity 
i w o - y i 
1991-92 
1992-93 
1993-94 
lW4.e)5 
1995-9r> 
1996-97 
(-)().5X59 
(-)2.95 
1.99 
9.96 
(-)().7() 
(-)1.7S 
6.6X 
(-) 124.26 
(-) 1508.57 
(-)469.67 
685.79 
845.70 
356.24 
462.32 
(-) 1966.84 
{-)290.146 
(-)52.584 
(-)215.988 
(-) 146.973 
(-)>()1.844 
(-)344.64 
Source:- Computed iuid Wdrkedout by the Research Scholar from the Annual Report. 
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Table-22 
Comparison of Market Value and Book Value of 
Large Industries LML Ltd. and J.K. Jute Mills Co. 
Ltd., Kanpur 
(1990-97) 
(Rs. in lacs) 
LML Ltd. J.K. Jute Mills Co., Ltd. L a r g e Industries 
BookVahK Realor BookVahK Realor 
orFai^Vaiue MarketVahK orFaceValue MarketVahie 
Year BookVahK Realor 
orFaceValue NlailietValue 
1990-91 79418.30 26207.95 153.6() 109.7 9847X0 1316975 
1991-92 91S57.-M) 42162.55 153.60 226.62 9797X0 4384750 
l^W2-93 919X0.10 4X657.47 153.60 395.19 979780 1304434 
i99V94 151694.10 ^01112.7X 153.60 171.90 9797X0 16X5532 
19^ )4-95 17n()99.X0 XX45.2() 153.60 2(K).7X 9797X0 1754922 
1W5-96 9^717.20 1593.19 153.60 I2.6X 9797X0 1093050 
1996-97 9X54X.40 1X42X.55 153.60 132.n 9797X0 5 i n i 2 
Source:- Compiled and worked out tr«mi the Annual Reports of Variou> Industries 
under Reference. 
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C o n c l u s i o n : 
To sum up, the low rate of return of large industries 
does not justify the investment of the magnitude it is 
holding. It calls for remedial measures in the form of 
restructuring the fixed assets . The large industries have 
lost net present value because of escalating cost of 
Drojects and high anticipated rate of re turn. The industry 
is under pressure to do sound screening of the projects, 
raise its IRR and have strict administration of capital 
budgeting. Net present value of large industries has been 
eroding during the whole period of study with exceptions 
far and between. Net present value truly reflects the 
fallacies of the management in selecting the project for 
capital budgeting without serious regard for their 
contribution to net present value. A large industries of 
Kanpur have got to shun rom acquiring non performing 
assets . The large industries of Kanpur have not been able 
to maintain book value in the stock market . The value of 
the equity shares is depleting in the stock market. The 
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market goes by net-worth, liquidity, dividend and future 
growth The large industries do not hold a bright picture 
to enthuse the investors with encouraging response . The 
equity holder stock are being exposed to an unabated 
erosion when it is couched in terms of disparity between 
the book value and market value. Restructuring of equity 
capital of large industries seems to be a logical panacea 
to cure the ills. The only silver lining in the overcast sky 
of large industries of Kanpur is the accumulating net worth 
though at varying rates and in divergent directions. For 
a growing firm like LML Ltd. is the useful internal sources 
to accelerate the growth rates. LML Ltd. has done better 
than J.K. Jute Mills. It has taken off to the break even 
level and making accretion to the value of the shares, value 
of the firm in contrast with J.K. Jute Mills which is 
decaying. 
LML Ltd. and J.K. Jute Mills would have to take better 
care of their projects and their execution to improve net 
present value. 
Chapter - VI 
SUMMARY AND FINDINGS 
SUMMARY AND FINDINGS 
Right from the inception of the planning era, there has 
been tremendous change in the industrial front. On account 
of sound economic policy pursued over the years, 
t remendous amount of growth and development has taken 
place in Indian industries. With the advent of New Economic 
Policy (NEP) in 1 9 9 1 , the economy witnessed 
transformation of drastic nature undergoing a paradigm 
shift from one of the most highly regulated economy of the 
world to a market oriented system contracting the role of 
government in making economic decisions as the means to 
achieve higher growth of the economy and its rapid 
integration with the rest of the world. 
In the process of economic liberalization and 
globalization the role of industrial units especially the 
Large Industries of U.P. in general and Kanpur large 
industrial units in particular have stellar role to play which 
they seems to have played in the past. From the fore-
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going discussion it has emerged that the large industries 
of Kanpur including (Nagar and Dehat) both have been 
contributing tremendously in terms of employment, 
investments, and infrastructural development. 
In presenting capital budgeting of Large Industries of 
Kanpur. the Research Scholar is well aware of its utility 
and significance. The plethora of existing literature on the 
topic is scaling and inadequate to resolve the problem of 
21st century. The world is turning the point of 
homogenous political and economic systems with global 
trading and financial institutions. The world is segmented 
into market for investments . The number of the 
corporations is getting smaller. The problem is not supply 
of natural resources or the size of the market. The real 
problem is management of capital budgeting for project 
in new market for ever higher profit. 
The objective of the thesis is implementation of capital 
budgeting with new parameters by fusing together the 
divergent perceptions of management of MNCs and supplies 
of funds. The new approach and hypothesis make the study 
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significant contribution to the existing stock of knowledge 
in changing socio-economic global milieu. 
The cost of equity is high with explicit.cost of 1.4 per 
cent and implicit cost of 20 per cent. It does not fulfil the 
equity holders expectations. The main reliance of Large 
Industries of Kanpur for capital budgeting has made it suffer 
heavy cost of loan (Kd.) i.e. 15 per cent. The cost of equtiy 
and cost of loans both have given a high over all cost of 
capital of 13 per cent. The impact of high over all cost 
of capital is the reduced value of equity in the market. 
It does not conform to the ideal goal of capital budgeting 
to maximise the owner's wealth. The pay out ratio for Large 
Industries does not justify the mode of financing of projects. 
Most of the earnings have been retained while cost of 
capital is greater than rate of return. The retention policy 
to finance projects is justified when rate of return is greater 
than cost of capital. 
The ratio analysis brings into sharp focus the impact 
of capital budgeting on financial status of Large Industries 
of Kanpur. Large Industries have not been able to generate 
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internal resources to finance the projects. The profit 
margin is thin and most of the funds meant for prospect 
have gone into current assets. As a result the rate of 
return has been adversely affected. 
These are two extreme examples of Large Industries of 
Kanpur. LML Ltd. which is a successful venture and on 
the other hand. J.K. Jute Mills which is an unsuccessful 
firm. LML Ltd has made substantial games in Net Present 
Value (NPV) because of low cost of financing the projects, 
successful generation of internal resources and judicious 
application of financial leverage. On the same counts. J.K. 
Jute Mills has faltered. It has resorted to heavy borrowing 
allowed erosion in the value of equity shares and 
generated little internal resources to finance the projects. 
It has followed, conservative policy to build up high level 
current assets. 
Large Industries of Kanpur are highly risky and suf-
fer from traditional philosophy of investment. The ag-
gressive management of the modern Large Industries 
does not bother about equity base. As a result, the 
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degree of riskiness has crossed all safe bonds for eq-
uity holders and financial inst i tut ions. It is a case for 
restructuring capital, making capital , budgeting for maxi-
mum return at low cost and minimum risk. 
The low rate of return of Large Industries does not 
justify the investment of the magnitude it is holding. It 
calls for remedial measures in the form of restructuring the 
fixed assets . The Large Industries have lost net present 
value because of escalating cost of projects and high 
anticipated rate of return. The industry is under pressure 
to do sound screening of the projects , raise its IRR and 
have strict administration of capital budgeting. Net present 
value of Large Industries has been eroding during the 
whole period of study with exceptions far and between. Net 
present value truly reflects the fallacies of the management 
in selecting the project for capital budgeting without 
serious regard for their contribution to net present value. 
A Large Industries of Kanpur have got to shun from 
acquiring non performing assets . The Large Industries of 
Kanpur have not been able to maintain book value in the 
stock market. The value of the equity shares is depleting 
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in the stock market. The market goes by net-worth, 
liquidity, dividend and future growth. The Large Industries 
do not hold a bright picture to enthuse the investors with 
encouraging response. The equity holder stock are being 
exposed to an unabated erosion when it is couched in terms 
of disparity between the book value and market value. 
Restructuring of equity capital of Large Industries seems 
to be a logical panacea to cure the ills. The only silver 
lining in the overcast sky of Large Industries of Kanpur 
is the accumulating net worth though at varying rates and 
in divergent directions. For a growing firm like LML Ltd. 
is the useful internal sources to accelerate the growth rates. 
LML Ltd. has done better than J.K. Jute Mills. It has 
taken off to the break even level and making accretion 
to the value of the shares, value of the firm in contrast 
with J.K. Jute Mills which is decaying. LML Ltd. and J.K. 
Jute Mills would have to take better care of their projects 
and their execution to improve net present value. 
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Findings: 
The foregoing discussions raise the following issues.-
* The cost of project is very high; 
* The projects are classified as risky; 
* The additional income from the project is marginal; 
* The financing of working capital is done from the 
permanent sources; 
* The Large Industries of Kanpur are saddled with Non-
Performing Assets (NPAs). 
* There is a disparity between the book value and market 
value of stocks; 
* Accounting Rate of Return (ARR) is far less than the 
expect Rate of Return (Ky>r); 
* Internal sources are generated inadequately. 
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The equity-debt ratio is high and the funding of project 
takes place under rigid terms and conditions of the money 
market. 
* There is a problem of loss of the value of the firm in 
Large Industries of Kanpur; 
* Net worth and Liquidity position of Large Industries of 
Kanpur is not satisfactory; 
* The assets are not being used effectively and 
efficiently. 
Suggestions: 
The analysis of the cost of the projects has highlighted 
the problems of high cost of projects of Large Industries 
of Kanpur. The cost can be reduced by trying to extract 
favourable terms from the suppliers of technology, plant 
and machinery provided big financial institutions stand by 
as guarantors of the payment of the cost of the machine. 
The cost is also high because these are a few countries 
to enter into joint ventures with Large Industries of Kanpur 
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viz. Japan and Italy in automobile, U.K. in Jute Mills and 
Textile Mills. Fur ther the cost of the project is high 
because of the slackness in the implementation of the 
projects due to bureaucratic control, red tapism and 
procedural delay. The power must be vested with the 
states for projects. 
The investors perception about Large Industries of 
Kanpur is that the capitalized value of the firm is less than 
the investments because of poor performance. It is, 
therefore, necessary that the firm must resort to restruc-
turing of capital so that the problem of disparity between 
the capitalised value and the investments disappears . 
Large Industries of Kanpur have not evaluated the 
projects on the marginal return and marginal cost of capital 
invested in the projects. It requires, selection of projects 
on the basis of the contribution to income. No projects 
should be selected if marginal income from the project is 
less than the marginal cost. The extreme point of 
investment in the project should be determined by equity 
between marginal income and marginal cost of the 
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additional projects. 
There is little disagreement among experts of financial 
management that long term investment is not meant for 
financing current assets. The fair degree of permanent 
funds for working capital is set by the size of permanent 
working capital. The excess over the pe rmanen t working 
capital (Temporary or Short term requirements) must be 
garnered from short term sources. 
The term Non Performing Assets (NPAs) is used for 
non-factory building and large tracts of lands in possession 
of Large Industries which are unrelated to the real nature 
of their operations. It is not productive projects for 
investment to build up Non Performing Assets (NPA). It 
has the effect of reducing the rate of return having far 
reaching negative ramifications on Net Present Value 
(NPV) of the firm. The capital budgeting is justified for 
investment in productive assets which directly generate 
income. 
The analysis of book value and market value of stocks 
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reveal a wide disparity. The disparity can disappear after 
re-evaluating the shares at a level of capitalised value of 
earning per share. The response of the market would be 
favourable when market value is either at par or at 
premium with the face value. The premium is the capital 
gain for the investors. 
K, is determined by the norm for the industry as 
whole K^ , for textile industry is around 30 per cent and 
for automobile industry 40 per cent. The Large Industries 
of Kanpur is far behind the norm. The rate of return 
of Large Industries is less than 2 per cent as against 
the K^ , ( the Average Rate of interest from fixed deposits) 
14 per cent . The disparity has got to disappear provided 
the management proceeds to improve the equity debt ratio 
and raise the earning. 
Large Industries of Kanpur are caught in vortext of 
recession since 1 9 9 0 - 9 1 . It seems to be the onslaught of 
global changes in product market. The capital is not freely 
accessible. Under such circumstances, equity and reserves 
must replace the Loans and borrowings. At present, 
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substantial part of the income is hogged by fixed charges 
to serve loans. It should be possible for Large Industries 
to build up reserves and equity by restructuring capital and 
recompositing the assets . The ideal ratio of working capital 
to fixed assets of Large Industries of Kanpur seems to be 
4 : 1 . The internal resources, would take care of high cost 
of financing (K^). 
The high equity debt ratio makes the recompositioning 
of assets difficult. The low earning make the financial 
Institutions disinclined to assume high risk which they cover 
by imposing unfavourable terms and conditions like high 
rate of 8 per cent return, short term of loan, big margin 
of safety, first lien. etc. All the problem shave their roots 
in high debts- equity rat io. The problem would be 
amenable to solution provided Large Industries of Kanpur 
proceeds with widening the equity base, reducing the debts 
and restructuring the capital to make it dynamic and 
adjustable. 
The problem of fast eroding value of the firm is 
caused by unfulfilled expectat ions of the investors. The 
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stocks are selling in the stock market at discount beyond 
5 per cent . The problem can be resolved by conversion of 
the existing equities in the new ones of smaller denom-
inations and by raising Earning Per Share (EPS) ratio. 
The capital budgeting of Large Industries is not 
contributing positively to net worth and liquidity because 
of limited generation of cash income. It requires revamping 
of credit policy and economising the cost of operations in 
addition to getting rid of high debt equity proportion and 
Non-Performing Assets (NPAs). 
The Large Industries of Kanpur suffer from inefficient 
use of assets as shown by excessive over capitalisation after 
each successive capital budgeting. The problem can be 
effectively resolved by changing the composition of the 
fixed assets and keeping the current assets within fair limits 
of fixed assets . 
In conclusion, the conservative policy learned from the 
experience of operating in protective market must be 
discarded. The global tough competit ion in product market, 
technology and money market spells out its own dictates 
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of net worth , sound liquidity, higher IRR, Low K^ and steady 
cash income generat ion. Such are the pre-conditions of 
survival. The capital budgeting alone is guarantee for 
success of Large Industries of Kanpur provided a hard look 
is taken by a management to change in accordance with 
global business environment and its dictates. 
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ANNEXURE-n 
KANPUR PLASTIPACKLIMITED, KANPUR 
Date of Accounts: 31st March. 
Year ending 31st March 
(Rs. in Lakhs) 
LIABILITIES 1995 1994 1993 1992 1991 
EquityCapital 319.72 318.23 3()4.13 259.46 256.24 
Reserves &Surplu.s 220.65 227.12 183.12 195.61 207.71 
E&L Invent'off 465.40 468.61 591.74 (577.53 (597.17) 
N.W. 74.97 76.74 (104.53) (122.46) (133.22) 
Secured Loans 941.40 1014.32 1026.99 1077.65 1050.14 
Unsecured Loans 174.98 105.83 41.40 12.99 13.64 
TotalDebt 1116..38 1120.15 1068.39 1090.64 1063.78 
Cur.L.&Prov. 283.56 203.08 147.17 185.66 87.49 
Total L.& N.N. W. 1474.91 1399.97 1111.03 1153.84 1018.05 
208 
AN^EXURE-IKContd....) 
ASSETS 
Fixed Assets ^57.54 942.14 910.47 835.89 882.48 
Depn.Prov. 390.99 347.94 5(K).86 450.61 363.13 
Net Fixed Assets 566.55 594.20 409.61 455.28 519.35 
Investments 0.17 0.17 0.17 0.17 0.17 
BankBanlance.s 28.20 4.97 13.14 22.61 16.08 
Receivables 236.00 396.40 224.40 254.30 203.68 
Inventories 563.00 422.69 422.46 365.90 244.07 
Misc. Cur. Assets 80.75 77.04 41.25 85.58 34.70 
Total Cur. Assets 908.19 805.6« 701.25 698.37 498.53 
Total Assets 1474.91 1399.97 1111.03 1153.84 1018.05 
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ANNEXlJRE-U(Contd....) 
ANALYSISOFWORKING 
Sales 3122.06 2713.06 2644.19 255.75 2116.85 
Gr(xssPr(irtt/L(VSs 45.24 45.94 50.73 16.37 
Depreciation 37.25 35.28 60.10 55.79 55.45 
NetPr(»fit/(Loss) 6.01 (16.81) (5.06) (39.08) 
Current raUo - 4.76 3.76 5.70 3.29 
Ret. on Investment 36.38 13.23 12.16 
Ret. on Fixed A^ sseLs 49.21 28.76 21.78 
R'bles-.Sale-s-days 31 30 35 
Invent^-Salevdsays - 24 21 26 34 
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ANNEXURE-IKContd....) 
Analysis of Working: 
Miscellaneous 
Year ending 31st March 
FUNDS PROVIDED BY 1993 1992 
(Rs. in Lakhs) 
1991 1990 
Internal Generatu)n 
Inc. in Borrowings 
Dec.in non cur. a.sseLs 
Adj. in the Value of Fixed Assets 
Share Capital/Sh.app. money 
60.10 
44.66 
55.79 
26.86 
19.64 
8.28 
3.22 
llJ.79 
55.45 
73.75 
-
11.21 
-
140.41 
55.38 
110.71 
-
24.11 
0.01 
i%.li H)4.76 
FUNDS USED FOR 
Capital Expenditure 
Inc. in Working Capital 
Dec. in Borrowings 
Dec. in Reserves 
DividendC.?) 
14.43 
41.35 
22.24 
12.53 
14.21 
-
101.69 
-
12.10 
-
-
93.90 
-
9.93 
36.58 
-
7.59 
-
12.66 
169.96 
104.76 143.79 140.41 190.21 
Source: Industry 's Annuel Reports. 
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ANNEXURE-OI 
LML LIMITED, KANPUR 
Year ending 31st March 
LIABILITIES 1994 
(Rs. in Lakhs) 
1993 
Equity Capital 
Reserves & Surplus 
E & L Invent' off 
N.W. 
Secured Loans 
Unsecured Loans 
Total Debt 
Cur.L. & Prov. 
Total L. & N.N.W. 
4135.22 3841.89 
551.46 551.39 
2070.11 5197.39 
2616.57 (804.11) 
7144.21 8503.22 
5898.80 5776.44 
13()43.01 14279.66 
8«78.63 7105.% 
23738.21 20581.51 
ANNEXlIRE-ni (Contd ) 
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ASSETS 
Fixed Assets 
Depn.Pruv. 
Net Fixed Assets 
Investments 
Bank Banlances 
Receivables 
Inventories 
Mise. Cur. Assets 
Total Cur. Assets 
Total Assets 
14605.98 13979.24 
8504.52 7441.41 
6101.46 6537.83 
1198.75 334.95 
1858.44 3083 
2531.50 3083.45 
5901.33 4261.75 
6146.73 5357.29 
16438.1)0 13708.73 
16438.(K» 13708.73 
ANNEXlIRE-IIKContd ) 
ANALYSIS OF WORKING 
Sales 34639.24 25945.60 
Gross Profit/Loss 3706.86 436.01 
Depreciation 1066.45 1043.03 
NetProtit/lLoss) 2640.41 (607.02) 
S o u r c e : I n d u s t r y ' s Annual P e p o r t s . 
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ANNEXURE-IV 
J.K. SYNTHETICS LIMITED, KANPUR 
Year ending 31st March 
LIABILITIES 
Preference Capital 
Equity Capital 
Reserves & Surplus 
E & L Invent'off 
N.W. 
Secured Luans 
Unsecured Loans 
Total Debt 
Cur.L. & Prov. 
Total L. & N.N.W. 
19V4 
-
7139.77 
18*^05.16 
3411.57 
22633.36 
5X547.04 
3151.44 
61698.48 
16175.82 
1(K»5(17.66 
1993 
soo.oo 
4506.38 
19077.17 
737.74 
23345.81 
59980.38 
5133.95 
65114.33 
15720.81 
10418(1.95 
(Rs. in Lakhs) 
1995 
500.00 
4506.38 
2361 
(373.25) 
28247.48 
60075.81 
7553.85 
67629.66 
67629.66 
110270.70 
ANNEXLIRE-rV(Contd....) 
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ASSETS 
Fixed Assets 
Depn.Prov. 
Net Fixed Assets 
Investments 
Bank Bunlances 
Receivables 
Invenumes 
Misc. Cur. Assets 
1()8()()3.13 
44359.31 
63643.82 
808.51 
2677.06 
13398.()4 
13279.99 
6700.24 
106497.06 105675.23 
29572.86 35041.60 
66924.20 7(k»33.63 
1260.50 
2039.37 2240.88 
13583.23 14452.88 
14312.42 14380.99 
6061.23 6223.76 
Total Cur. Assets 
Total Assets 
36055.33 35996.25 37298.51 
1(M)507.66 104180.95 J 10270.70 
ANNEXl'RE-rV(Contd....) 
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ANALYSISOFWORKING (Rs. in Lakhs) 
1994 1993 1992 
Sales 
Gross Priifit/Liiss 
Dcprcciatii'.n 
Prov. for taxes 
Net Profit/(L()ss) 
Debt. Equity Ratio 
Current ratio 
N.W. per equity . 
Ret. on Investment 
Ret. on Fixed Assets 
Ret.onSh.H'sEq. 
N.P. Total As-sets*;? 
N.P. Sales 
RWes-Sales-days 
Invent'-Sales-dsays 
1(B62K.57 
761.27 
4287.40 
(.1526.1.^ ) 
10142:^ .1^ 
l4()X.y7 
4|{)4.5X 
4.(H) 
(2699.61) 
2.79 
2.79 
51.X1 
5:^ .4:^  
16.19 
W77:^.62 
4.%5.34 
4{W5..'^ 9 
319.95 
2.39 
2.59 
61.57 
0.71 
0.29 
0..32 
53 
15 
FUNDS PROVIDED BY 
(Rs. in Lakhs) 
1993 
Internal Generation 
Dec. in Working Capital 
Dec. in lnve.slmenLs 
Dec.in non cur. as.seLs 
4104.58 
2629.51 
1()7X.()6 
7812.15 
FUNDSUSEDFOft "n>5r 
Capital Expenditure 
Dec. in Borri^wings 
Dec. in Reserves 
Inc. in non-cur. a.sseLs 
395.15 
2515.33 
45.37.18 
364.49 
7812.15 
S o u r c e : I n d u s t r y ' s A n r u a l R e p o r t s . 
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LUBILITIES 
ANNEXIIRE-V 
KOTHARl PRODUCTS LIMITED, KANPUR 
Year ending 31st March 
(Rs. in Lakhs) 
1994 J995 
Net Fixed Assets 
Current Assets 
Capital 
Reserves & Surplus 
Current Liabilities 
Sales 
Depreciation 
63.72 
Provision for Taxation 
NetProtit/(L(>ss) 
Dividend 
Current Ratio 
Net worth - Total assets'-? 
Return on Capital Employed*^ 
Net Profit. Total Assets'^ 
Net Sales- Total A.s.seLs 
Receviables to Sales - Days 
544.95 
4948.59 
5()0.()() 
396X.35 
2524.78 
25446.82 
50.72 
500.00 
938.53 
275.00 
1.89 
100.00 
64.11 
21.01 
412.91 
17.29 
586.82 
4073.07 
500.00 
3304.82 
2129.76 
23735.03 
227.01 
787.34 
200.00 
1.91 
100.00 
81.22 
20.70 
1221.57 
6.47 
Source: Industry's Annual Reports 
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ANNEXIJRE-Vl 
JUGGILAL KAMLAPATI JUTE MILLS CO. LTD., KANPUR 
Schedule 'J' - Significant Accounting Policies 
Schedule attached io and farming a part utthe Balance Sheet as at 31 st March, i 997. 
Fixed Assets: 
Fixed assets are slated at their revalued cost less depreciation Pnifit/Liiss (in sale 
i)f fixes assets included in the Prufit & Loss Account and calculated as the 
difference between the value realised and written down value. 
Investments: 
InvestraenLs are stilted at cost 
Depredation: 
1. a. On AsseLs covered by revaluation upto 31 -3.93: on respective revaluted amounts 
at rates considered applicable by the valuers, 
b. additions therealter: on straight line method. 
2. C)n the other Assets: On written down value method at the rates specified under 
the income Tax Act. 1961. 
3. ()n additions made during the year upto 3()th Sept. 1996 at full rates and after that 
at 5()*5f of rates applicable. 
4. The additional charge of depreciations on revalued assets is withdrawn from 
Revaluation Reserve Account and credited to Profit & L«iss Account. 
Valuationof Inventories: 
1. Stores, Spare Parts and Medicines at cost 
2. Raw Material at cost. 
3. Finished Goods at lower of cost or market rates. 
4. StiKk in PriKcss at approximate cost. 
5. Excise Duty on manufactured goods is accounted for at the time of cleanince from 
the factory. 
6. All the inventories are physically verified at the end of the year. 
Revenue Rea^nition: 
1. Sales repre.sent the amount reali.sahle for goods .sold, indu.sive oi' excise duty. 
2. Rent and interest are accounted fo; on accrual basis. 
3. Dividend on Inve.stments are accounted for on cash ha.sis. 
Gratuity: 
The liability for gratuity in respect of employees is determined by actuarial 
valuation and i.s accounted for in the books on accrual basis. 
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^Annexure - VI Contd ) 
CASH FLOW STATEMENT FOR THE YEAR ENDING 31ST MARCH, 1V97 
Rs. inlacs 
Amount Amount 
A. CASH FLOW FROM OPERATING ACTIVITIES: 
Net Profit/Loss Before tax and extra ordinary items (395.82) 
Profit on Sale of Fixed Assets (23.14)* 
Depreciation 6.74 
Dividend, Interest and Rent received (64.69) (81.09) 
Operating Loss before Working Capital Changes (476.91) 
ADJUSTMENTS FOR: 
Sundry Debtors, Loans & Advances (299.07) 
Inventories (23.54) 
Current Liabilities and Provisions 406.25 S3.64 
Cash generated from operations (393.27) 
Previous years adjustment 21.34 
Net Cash Flow from Operating Activities 
B. CASH FLOW FROM INVESTING ACTIVITIES: 
Purchase of Fixed Assets (16.07) 
Sales of Fixed Assets 3.69 
Profit on sale of Fixed Assets 64.69 
Net Cash Flow from Investing Activities 75.45 
C. CASH FLOW FROM FINANCING ACTIVITIES: 
Share Capital 146.68 
Repayment of Borrowings 116.91 
Preliminry Expenses 15.84 
Proceeds from unsecured loans 41.00 
Net Cash Flow from Financing Activities 320.43 
Net Cash Flow (A+B+C) 23.95 
Opening Cash & Equivalent Balances 103.64 
Closing Cash & Equivalent Balances 127.59 
NOTE TO CASH FLOW STATEMENT: 
1. Figures in brackets indicate Ca.sh outflow and without brackets indicate 
Cash inflow. 
2. Dividend, Interest and Rent received relate to the income for the year and 
as considered part of the operating Activities. 
3. Bank Borrowing of Cash Credit Account has been grouped as part of 
financing activities. 
Source: Industry's Annua'' Reports, 
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ANNEXIRE-Vn 
DUNCANS INDUSTRIES LIMITED, KANPUR 
Balance Sheet at 31st March 
SOIIRCESOFFUNDS Schedule 
SHAREHOLDERS'FlINPS 
Share Capita] 
Reserves and vSurplus 
LOANFUNDS 
Secured Loans 
Unsa'uredbians 
TOTAL 
APPLICATIONOFFUNDS 
FIXED ASSETS 
Gmss BkK'k-Estates and Land 
- Other Assets 
Less:Depredatk)n 
NetBhx-k 
Capital w«ik in progress 
INVESTMENTS 
CURRENT ASSETS. LOANS 
AND ADVANCES 
Inventories 
Sundry Debton; 
Cash and Bank Balances 
Loans and Advances 
1 
2 
.3A 
-3B 
lA 
4B 
5 
6 
LESS:CURRENTLIABILmESAND 
PROVISIONS 
Liabilities 
Pn)vLsions 
NETCURRENT ASSETS 
TOTAL 
NOTES 
The Schedules referred to above 
from part of the Balance Sheet. 
This is the Balance Sheet releired 
in our report of even dale. 
7 
n 
Ito 
As a t 
31st March, 1997 
(Rs. in lacs) 
2.S.S(U..ll 
264S1.3.S 
13453-S8 
16679.6.S 
40)33.2.1 
375550 
.36377.73 
554.33 
S743.()8 
16162.42 
2690.95 
21874J3 
63833.50 
1.3382.93 
2987.31 
16370.24 
6317.85 
392.35.25 
51985.68 
97538.78 
36932.06 
13143.46 
47463.26 
97538.78 
\ 
i 
(Rs.inl>akiis) 
\ s a t 
31st March . 1995 
(Rs. 
271(U.03 
9411.90 
22511.20 
147.36.34 
37247.54 
2925.57 
3421.97 
752.15 
1(H)23.63 
17(W.41 
3058..56 
19998.27 
49(i39.il 
\Mm.M 
1904.4! 
16004.25 
.in lacs) 
.V317.77 
35.307.44 
.>6515.93 
774L14 
35074.12 
8432.16 
33634.86 
77141.14 
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(Ann«xur«-VII Contd. . 
Balance Sheet at 31st March 
Yearended 
31st March, 1997 
(Rs. in lacs) 
(Rs. in Lakhs) 
Yearended 
3 Jst March. 1996 
(Rs. in lacs) 
I N C O M E Sdiedule 
7X1)38.45 
2X27. IK 
2244.12 
.^7X9.39 
6X841.91 
5021.99 
Sales and Retention Price Report X 
MLscellaneous 9 
Slock a.s at 31st Maich. 1997 
EXPENDITURE 
Stockasat 1st April. 1996 
Expen-scN 10 
Interest(NetKNote22onScheiluledl I) 
Depieciation 865 (I5 
Le.>;s: Transfer fiom Revaluation 
RcMjrve (Schedule 2) .^;.:5 X32.X() 
PROHT BEFORE TAX 
XTRAORDINARYITEMS 
Provision forTaxation(inchide Rs. 34<) lacs) 
on account of earlier years) 
Extraordinai> items:-
Earlier periods Cess Green Leaf 
and Interest thereon 
PiovLsion for Taxation-written back 
PROFIT AFTER TAX AND 
EXTRAORDINARY ITEMS 
Balance bmugbt forward from 
earlier year 
PROFFTAVAILABLEFOR 
APPROPRIATION 
Transfers from 
X31()9.75 
7()1(»4.66 
76335.56 
i292..55 
137X9.34 
2321.04 
47.3^).63 
7X7.74 
29.40 75X..34 
4623.71 
(975.(K1) 
3648.71 
1416.75 
5065.46 
XI417.45 
77923.67 
.349.3.78 
(204.22) 
26(I.(K) 
.3549.56 
115.78 
3665.34 
r)e\'elopHient Allowance Reserve 
Investment Allowance Reserve 
Debenture Redemption Reserv-e 
Transfers to 
Debenture Redtjmptions Reserve 
ExchaneFluctuation Reserve 
(Note 3.2 on Schedule 11) 
General Reserve 
Interim Dividend on Prefea*nce Shares 
Proposed Divident 
On Equity Shares 
Tax on Distributed Pn)fit 
Balance earned forward to Balance Sheet 
4.(H) 
3.()() 
24.35 
I40.(H) 
1247.1X 
5(M).(KI 
132.52 
1765.X5 
176.59 
31..35 
5096.81 
.3962.14 
11.34.67 
5..50 
1.01) 
--
145.(K) 
- • 
4<K)(H) 
23.84 
1(^86.25 
--
6..50 
.3671.84 
22.55.09 
1416.75 
Source; I n d u s t r y ' s Annual Reports 
